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FORWARD-LOOKING STATEMENTS

Forward-looking statements in our public filings or other public statements are subject to known and unknown
risks, uncertainties and other factors which may cause our actual results, performance or achievements to be
materially different from any future results, performance or achievements expressed or implied by such forward-
looking statements. These forward-looking statements were based on various factors and were derived utilizing
numerous important assumptions and other important factors that could cause actual results to differ materially
from those in the forward-looking statements. Forward-looking statements include the information concerning
our future financial performance, business strategy, projected plans and objectives. Statements preceded by,
followed by or that otherwise include the words ‘‘believes’’, “‘expects’’, ‘‘anticipates’’, ‘‘intends’’, “‘projects’”,
“‘estimates’’, ‘‘plans’’, ‘‘may increase’’, ‘‘may fluctuate’’ and similar expressions or future or conditional verbs
such as “‘will’”’, “‘should”’, “‘would”’, ““may’’ and ‘‘could’’ are generally forward-looking in nature and not
historical facts. You should understand that the following important factors and assumptions could affect our
future results and could cause actual results to differ materially from those expressed in such forward-looking
statements:

®  terrorist attacks, such as the September 11, 2001 terrorist attacks on New York City and Washing-
ton, D.C., may negatively affect the travel industry, our financial results and could also result in a
disruption in our business;

e the effect of economic or political conditions or any outbreak or escalation of hostilities on the
economy on a national, regional or international basis and the impact thereof on our businesses;

e the effects of a decline in travel, due to political instability, adverse economic conditions or otherwise,
on our travel related businesses;

o the effects of a decline in the volume or value of U.S. existing home sales, due to adverse economic
changes or otherwise, on our real estate related businesses;

®  the effects of changes in current interest rates, particularly on our real estate franchise and real estate
brokerage businesses;

e the final resolution or outcome of our unresolved pending litigation relating to the previously
announced accounting irregularities and other related litigation; -

e our ability to develop and implement operational, technological and financial systems to manage
growing operations and to achieve enhanced earnings or effect cost savings;

e  competition in our existing and potential future lines of business and the financial resources of, and
products available to, competitors;

e failure to reduce quickly our substantial technology costs and other overhead costs in response to a
reduction in revenue, particularly in our computer reservations, global distribution systems, vehicle
rental and real estate brokerage businesses;

e  our failure to provide fully integrated disaster recovery technology solutions in the event of a disaster;

®  our ability to integrate and operate successfully acquired and merged businesses and risks associated
with such businesses, including the acquisition of Orbitz, Inc., ebookers plc and our proposed
acquisition of Gullivers Travel Associates, the compatibility of the operating systems of the combining
companies, and the degree to which our existing administrative and back-office functions and costs and
those of the acquired companies are complementary or redundant;

®  our ability to divest the operations of our Marketing Services division on economically attractive terms;

®  our ability to obtain financing on acceptable terms to finance our growth strategy and to operate within
the limitations imposed by financing arrangements and to maintain our credit ratings;

® in relation to our asset management programs, (i) the deterioration in the performance of the underlying
assets of such programs and (ii) our inability to access the secondary market for certain of our



securitization facilities and to act as servicer thereto, which could occur in the event that our credit
ratings are downgraded below investment grade and, in certain circumstances, where we fail to meet
certain financial ratios;

®  competitive and pricing pressures in the travel industry, including the car rental and global distribution
services industries; '

e changes in the vehicle manufacturer repurchase arrangements in our Avis and Budget car rental
business or changes in the credit quality of such vehicle manufacturers;

e filing of bankruptcy by, or the loss of business, of any of our significant customers, including our airline
customers, and the ultimate disposition of any such bankruptcy, including the bankruptcy reorganiza-
tion of UAL Corporation;

®  changes in laws and regulations, including changes in global distribution services rules, telemarketing
and timeshare sales regulations and real estate related regulations, state, federal and international tax
laws and privacy policy regulation; and

e  changes in accounting principles and/or business practices that may result in changes to the way we
account for transactions and may affect comparability between periods and changes to the estimates and
assumptions that we used to prepare our financial statements due to subsequent developments, such as
court or similar rulings and actual experience.

Other factors and assumptions not identified above were also involved in the derivation of these forward-looking
statements, and the failure of such other assumptions to be realized as well as other factors may also cause actual
results to differ materially from those projected. Most of these factors are difficult to predict accurately and are

generally beyond our control.

You should consider the areas of risk described above in connection with any forward-looking statements that
may be made by us and our businesses generally. Except for our ongoing obligations to disclose material
information under the federal securities laws, we undertake no obligation to release publicly any revisions to any
forward-looking statements, to report events or to report the occurrence of unanticipated events unless required
by law. For any forward-looking statements contained in any document, we claim the protection of the safe harbor
for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995,




PART I

ITEM 1. BUSINESS

Except as expressly indicated or unless the context otherwise requires, the “‘Company’’, “‘Cendant”, “‘we”’,
e s 'y Iy} . B IY RIS . . g .
our’” or “‘us’’ means Cendant Corporation, a Delaware corpordtion, and its subsidiaries.

We are one of the foremost providers of travel and real estate services in the world. Our businesses provide
consumer and business services primarily in the travel and real estate services industries, which are intended to
complement one another and create cross-marketing opportunities both within and among our following four core
business segments:

Our Real Estate Franchise and Operations segment franchises the real estate brokerage businesses of
the CENTURY 21, Coldwell Banker, Coldwell Banker Commercial, Sotheby’s International Realty,
and ERA brands; provides real estate brokerage services under our Coldwell Banker, ERA, Corcoran
Group, The Sunshine Group and Sotheby’s International Realty brands through NRT; and assists in

‘employee relocations through Cendant Mobility.

Our Hospitality Services segment operates the worldwide Wingate Inn, Ramada, Howard Johnson,
AmeriHost Inn, Days Inn, Travelodge (in North America only), Super 8 Motel and Knights Inn lodging

. franchise systems; facilitates the exchange of vacation ownership interests through Resort Condomini-

ums International; facilitates the development and sale of vacation ownership interests through Fairfield
Resorts and Trendwest Resorts; and markets and manages vacation rental properties through fifteen
recognized brands.

Our Travel Distribution Services segment provides travel content and services to consumers, travel
agencies, corporations and suppliers of travel products and services worldwide through the following
operations:

e  Travel Agency Services, where our Galileo, THOR, Travelwire and Travel 2 Travel 4 businesses
provide distribution and travel content to travel agencies throughout the world;

®  Consumer Travel Services, where our Orbitz.com, CheapTickets.com, HotelClub.com, Rates-
ToGo.com, Away Network (away.com, GORP.com and OutsideOnline.com), Lodging.com,
ebookers.com (acquired in February 2005), AsiaHotels.com, Neat Group and Cendant Travel
businesses and our Chinese travel joint venture, CYTS-Cendant Travel Service, provide consum-
ers with the ability to search for and purchase a broad array of travel products such as airline
tickets, lodging, car rental, cruises and vacation packages;

®  Corporate Travel Solution Services, where our Travelport and Orbitz for Business corporate
travel products provide a platform for corporations to manage and facilitate the purchase of a
wide array of travel products for employees both online and through our GDS; and

e  Supplier Services, through which our Galileo business manages airline, cruise and tour provider
relationships; and Shepherd Business Intelligence, TRUSTInternational.com and WizCom facili-
tate and enhance our travel supplier customers’ operational efficiency and revenue generating
capabilities.

Our Vehicle Services segment operates and franchises our Avis and Budget vehicle rental businesses.
For 2004, this segment also included our PHH Arval fleet management business and Wright Express
fuel card services business. As of February 1, 2005 and February 22, 2005, respectively, neither PHH
Arval nor Wright Express are part of our company as further described under ‘Strategic Realignment
Plan’’ below. ‘

For 2004, our company also included the following non-core business segments:

Our Mortgage Services segment includéd our former mortgage business conducted through Cendant
Mortgage (now known as PHH Mortgage), which, on January 31, 2005, was distributed to our
stockholders as further described under ‘‘Strategic Realignment Plan’’ below. This segment also




includes our settlement services business, including our title insurance and closing services businesses,
through Cendant Settlement Services Group, which we consider to be integral to our core real estate
business.

®  Qur Marketing Services segment provides enhancement packages to financial institutions and insur-
ance-based products to consumers through Progeny Marketing Innovations, Cims and Trilegiant
Loyalty Solutions; and a variety of membership programs offering discounted products and services to
consumers through our Trilegiant subsidiary. In 2005, as previously announced, we intend to dispose of
this business as further described under *‘Strategic Realignment Plan’’ below.

* % ok

Strategic Realignment Plan

During 2004, we began the process of simplifying our business mix to focus solely on our core travel and real
estate services businesses. In connection with this process, we began a four-phase strategic realignment plan to
divest our non-core businesses. In the first phase, completed in June 2004, we disposed of our Jackson Hewitt tax
preparation services business in an initial public offering where we received proceeds of approximately
$770 million (net of offering expenses). In the second phase, completed on January 31, 2005, we spun-off our
mortgage, appraisal and fleet management businesses through the distribution to our stockholders of all of the
shares of common stock of PHH Corporation. In the third phase, completed on February 22, 2005, we disposed of
our Wright Express fuel card business in an initial public offering, and in connection with the disposition, we
received approximately $1 billion (net of offering expenses). The fourth and final phase of our strategic
realignment plan is to dispose of our Marketing Services division, including our Progeny Marketing Innovations,
Trilegiant, Trilegiant Loyalty Solutions and Cims businesses, which we expect to be consummated before the
conclusion of the third quarter of 2005. Upon completion of the strategic realignment plan, our principal focus
will be on the growth and profitability of our travel and real estate businesses.

Although we focus on organic growth, we may augment such growth through the select acquisition of (or possible
joint venture with) complementary businesses in the real estate and travel services industries. We expect to fund
the purchase price of any such acquisition with cash on hand or borrowings under our credit lines. No assurance
can be given with respect to the timing, likelthood or business effect of any possible transaction. In addition, we
continually review and evaluate our portfolio of existing businesses to determine if they continue to meet our
business objectives. As part of our ongoing evaluation of such businesses, we intend from time to time to explore
and conduct discussions with regard to joint ventures, divestitures and related corporate transactions. However,
we can give no assurance with respect to the magnitude, timing, likelihood or financial or business effect of any
possible transaction. We also cannot predict whether any divestitures or other transactions will be consummated
or, if consummated, will result in a financial or other benefit to us. We intend to use a portion of the proceeds
from any such dispositions and cash from operations to retire indebtedness, repurchase our common stock, make
acquisitions and for other general corporate purposes.

Company History

We were created through a merger with HFS Incorporated in December 1997 with the resultant corporation being
renamed Cendant Corporation. Our principal executive office is located at 9 West 57th Street, New York, New
York 10019 (telephone number: (212) 413-1800). We are subject to the informational requirements of the
Securities Exchange Act of 1934, as amended, and in accordance therewith, we file reports, proxy and
information statements and other information with the Securities and Exchange Commission (the ‘‘Commission”’
or the ““SEC’’) and certain of our officers and directors file statements of changes in beneficial ownership on
Form 4 with the Commission. Such reports, proxy statements and other information and such Form 4s can be
accessed on our web site at www.cendant.com as soon as reasonably practicable after we electronically file such
material with, or furnish it to, the SEC. A copy of our Codes of Conduct and Ethics, as defined under Item 406 of
Regulation S-K, including any amendments thereto or waivers thereof, Corporate Governance Guidelines,
Director Independence Criteria and Board Committee Charters can also be accessed on our web site. We will
provide, free of charge, a copy of our Codes of Conduct and Ethics, Corporate Governance Guidelines and Board
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Committee Charters upon request by phone or in writing at the above phone number or address, attention:
Investor Relations. In accordance with New York Stock Exchange (NYSE) Rules, on May 19, 2004, we filed the
annual certification by our Chief Executive Officer certifying that he was unaware of any violation by us of the
NYSE’s corporate governance listing standards at the time of ,@S certification.

SEGMENTS

In the first quarter of 2004, we established a new segment, the Mortgage Services segment, consisting of our
former mortgage business and our settiement services business which were previously contained within the Real
Estate Services segment. The Real Estate Services segment was renamed the Real Estate Franchise and
Operations segment in connection with such realignment. In the second quarter of 2004, we also changed the
name of our Financial Services segment to Marketing Services. We recasted the financial information for our
segments in connection with these changes to our segment structure and in connection with the disposition of our
tax preparation business on Current Reports on Form 8-K dated May 3, 2004 and August 2, 2004, respectively.
As a result of the spin-off of our mortgage, appraisal and fleet management businesses, we may further change
our segment structure during 2005.

REAL ESTATE FRANCHISE AND OPERATIONS SEGMENT (31%, 29% and 28% of revenue for 2004,
2003 and 2002, respectively)

Real Estate Franchise Business (4%, 4% and 5% of revenue for 2004, 2003 and 2002, respectively)

Our real estate franchise business is the world’s largest real estate brokerage franchisor and was involved in
approximately one in four single-family home purchase or sale transactions in the United States in 2004. We
franchise real estate brokerage businesses under the following franchise systems:

¢ CENTURY 21, one of the world’s largest residential real estate brokerage franchisors, with approxi-
mately 7,200 franchlse offices and appr0x1mate1y 131,800 sales agents located in 36 countries and
territories;

e  Coldwell Banker, one of the world’s leading brands for the sale of million-dollar-plus homes and one of
the largest residential real estate brokerage franchisors, with approximately 3,650 offices in the United
States, Canada and 26 other countries and territories and approximately 119,800 sales agents;

® ERA, a leading residential real estate brokerage franchisor, with approximately 2,600 offices and more
than 33,200 sales agents located in 31 countrles and territories;

®  Sotheby’s International Realty, a luxury real estate brokerage franchisor with approximately 50
franchise offices and approximately 1,450 sales agents in the United States, which franchise system was
launched this year following our February 2004 acquisition of the rights to create such a system; and

®  Coldwell Banker Commercial, a leading commercial real estate brokerage franchisor with approxi-
mately 100 franchise offices and approximately 1,000 sales agents in the United States.

Our primary objectives are to sell new franchises, renew existing franchises and, most importantly, provide
world-class service and support to our franchisee real estate brokers in a way that enables them to increase their
revenue and profitability. We support our franchisees with dedicated national marketmg programs, technology,
training and education.

In exchange for the right to participate in one of our real estate franchise systems, our franchisees pay us fees.
Royalty and marketing fees on commissions from real estate transactions are the primary component of revénue
for our real estate franchise business. Our franchise contracts generally have a term of ten years. In addition to
offices owned and operated by our franchisees, we own and operate approximately 940 of the Coldwell Banker,
ERA, Coldwell Banker Commercial and Sotheby’s International Realty offices through our NRT subsidiary. NRT
pays intercompany royalty and marketing fees to our real estate franchise business in connection with its
operation of these offices. In 2004, NRT represented approximately 40% of the revenue generated by our real
estate franchise business though such revenue is eliminated in consolidation.



We also offer service providers an opportunity to market their products to our brokers through our Preferred
Alliance Program. To participate in this program, service providers generally pay us an up-front fee, commissions
or both. In connection with the spin-off of our former mortgage business, PHH Mortgage will be the only
Cendant endorsed provider of mortgages for the franchisees of our real estate franchise systems. We will receive a
marketing fee for promotion in connection with our endorsement.

We own the trademarks and intellectual property related to the CENTURY 21, Coldwell Banker and ERA
franchise systems. We have an exclusive license to franchise the Sotheby’s International Realty system pursuant
to a license agreement with Sotheby’s Holdings, Inc. Such license agreement has a [00-year term, which consists
of an initial 50-year term and a 50-year renewal option, whereby we pay a licensing fee to Sotheby’s Holdings for
the use of the Sotheby’s International Realty name. In connection with our acquisition of such license, we also
acquired the domestic residential real estate brokerage operations of Sotheby’s which are now operated by NRT.
We paid approximately $100 million in connection with such license and brokerages.

Each of our brands has a consumer web site that offers real estate listings, contacts and services. Century21.com,
coldwellbanker.com, coldwellbankercommercial.com, sothebysrealty.com and era.com are the official web sites
for the CENTURY 21, Coldwell Banker, Coldwell Banker Commercial, Sotheby’s International Realty and ERA
real estate franchise systems, respectively. In addition, listings of our CENTURY 21, Coldwell Banker and ERA
brands are available through the Realtor.com web site.

Growth. Our strategies for growth include the continued expansion of our franchise systems through additional
franchise sales; facilitating mergers and acquisitions with our franchisees; providing products, tools and
technologies to improve broker revenue profitability; international expansion; and aggressive marketing of the
Sotheby’s International Realty brand. '

Competition. Competition among the national real estate brokerage brand franchisors to grow their franchise
systems is intense. Our largest national competitors in this industry include the Prudential, GMAC Real Estate
and RE/MAX real estate brokerage brands. In addition, a real estate broker may choose to affiliate with a regional
chain or choose not to affiliate with a franchisor but to remain independent. We believe that competition for the
sale of franchises in the real estate brokerage industry is based principally upon the perceived value and quality of
the brand and services offered to franchisees.

The ability of our real estate brokerage franchisees to compete in this industry is important to our prospects for
growth. The ability of an individual franchisee to coripete may be affected by the location of its office, the
services provided to its real estate agents, the number of competing offices in the vicinity, its affiliation with a
recognized brand name, community reputation and other factors. A franchisee’s success may also be affected by
general, regional and local economic conditions. The potential negative effect of these conditions on our results of
operations is generally reduced by virtue of the diverse geographical locations of our franchisees. At
December 31, 2004, our combined real estate franchise systems had approximately 8,650 brokerage offices in the
United States and approximately 13,700 offices worldwide. The real estate franchise systems have offices in 57
countries and territories in North and South America, Europe, Asia, Africa and Australia.

Real Estate Brokerage Business (25%, 23% and 20% of revenue for 2004, 2003 and 2002, respectively)

Through our NRT Incorporated subsidiary, we operate the largest residential real estate brokerage firm in the
United States and have offices in the United Kingdom. We offer assistance with the sale and purchase of properties
through approximately 1,000 full service real estate brokerage offices nationwide, principally under the Coldwell
Banker, ERA, Corcoran Group, The Sunshine Group and Sotheby’s International Realty brand names. In addition,
as a full service real estate brokerage offering one-stop shopping to consumers, we promote the services of Cendant
Mobility and Cendant Settlement Services, in addition to PHH Mortgage (formerly Cendant Mortgage).

Our real estate brokerage business derives revenue primarily from sales commissions, which we receive at the
closing of real estate transactions. Sales commissions usually range from 5% to 7% of the sales price. In
transactions in which we act as broker on one side of a transaction (either the buying side or the selling side) and
a third party is acting as broker on the other side of the transaction, we typically agree to share half of the sales
commission with the other broker. Sales associates generally receive between 50% and 80% of such
commissions.




In connection with the spin-off of our-former mortgage business, we formed a venture (the ‘‘mortgage venture’”)
with PHH, named PHH Home Loans, LLC, for the purpose of originating and selling mortgage loans primarily
sourced through our residential real estate brokerage and relocation businesses. We own 49.9% of the mortgage
venture. The mortgage venture has a 50-year term, subject to earlier termination upon the occurrence of certain
events or at our election at any time after January 31, 2012 by providing two years’ notice to PHH. PHH may
terminate the venture upon the occurrence of certain events or, at its option, after January 31, 2030. All mortgage
loans originated by the mortgage venture will be sold to PHH Mortgage or other third party investors, and PHH
Home Loans will not hold any mortgage loans for investment purposes or perform servicing functions for any
loans it originates. Accordingly, we will have no mortgage servicing rights asset risk. PHH Home Loans will be
the exclusive recommended provider of mortgages for NRT. Until the mortgage venture is fully licensed, we have
agreed that PHH Mortgage is the exclusive recommended provider of mortgage products and services promoted
by NRT and Cendant Mobility for which we will receive a marketing fee.

Growth. Our strategy is to grow both organically and through the acquisition of independent real estate
brokerages. In 2004, we acquired 21 brokerages (excluding the February 2004 acquisition of Sotheby’s
International Realty) for approximately $115 million in cash. To grow organically, we seek to recruit and retain
sales associates, continue to provide exceptional service in existing markets, and enter new markets. When we
acquire a real estate brokerage, we typically convert it to one of our existing real estate brands. We believe that
approximately 60% of real estate brokerages are currently unaffiliated with a real estate franchise brand.

Competition. - The real estate brokerage industry is highly competitive, particularly in the metropolitan areas in
which NRT operates. In addition, the industry has relatively low barriers to entry for new participants, including
participants pursuing non-traditional methods of marketing real estate, such as internet-based listing services.
Companies compete for sales and marketing business primarily on the basis of services offered, reputation,
personal contacts, and brokerage commissions. NRT competes primarily with franchisees of local and regional
real estate franchisors; franchisees of our brands and of other national real estate franchisors, such as the
RE/MAX, GMAC Real Estate and Prudential real estate brokerage brands; regional independent real estate
o_rgariizations, such as Weichert Realtors and Long & Foster Real Estate; discount brokerages, such as Foxtons;
web sites such as Lendingtree.com, and smaller niche companies competing in local areas.

Relocation Business (2%, 2% and 3% of revenue for 2004, 2003 and 2002, respectively)

Cendant Mobility is a global provider of outsourced employee relocation services. We are the largest such
provider in the United States and in 2004 assisted more than 115,000 affinity customers and. transferring
employees (both permanent and temporary assignments), including over 25,000 transferring employees interna-
tionally in over 130 countries. We deliver services from facilities in the United States, England, Australia,
Singapore and Hong Kong. In addition, we deliver services at client facilities.

‘We primarily offer corporate and government clients employee relocation services, such as:

®  home-sale assistance, including the evaluation, inspection, purchasing and/or selling of a transferee’s
home, the issuance of home equity advances to employees permitting them to purchase a new home
before selling their current home (these advances are generally guaranteed by the corporate client),
certain home management services and assistance in locating a new home;

.®  expense processing, relocation policy counseling, relocation-related accounting, including international
compensation administration, and other consulting services;

¢ arranging household goods moving services, with over 61,000 domestic and international shipments in
2004, and providing support for all aspects of moving an employee’s household goods, 1nclud1ng the
handling of insurance and claim assistance, invoice auditing and quality control;

®  visa and immigration support, intercultural and language training and expatriation/repatriation counsel-
ing and destination services; and

® group move management services providing coordination for moves involving a large number of
employees to or from a specific regional area over a short period of time.



The wide range of our services allows clients to outsource their entire relocation programs to us.

Clients pay a fee for the services performed and/or permit Cendant Mobility to retain referral fees collected from
brokers. We also receive commissions or referral fees from third-party service providers, such as van lines. The
majority of our clients pay interest on home equity advances and reimburse all costs associated with our services,
including, if necessary, repayment of home equity advances and reimbursement of losses on the sale of homes
purchased. This limits our exposure on such items to the credit risk of our corporate clients rather than to the
potential changes in value of residential real estate or to the creditworthiness of the individual transferring
employee. We believe such risk is minimal due to the credit quality of our corporate clients. Net credit losses as a
percentage of the average balance of relocation receivables serviced has been less than 0.25% in each of the last
five years. In addition, the average holding period for U.S. homes we purchased in 2004 on behalf of our clients
was 47 days. In transactions where we assume the risk for losses on the sale of homes (primarily U.S. federal
government agency clients), which comprise less than 5% of net revenue for our relocation business, we control
all facets of the resale process, thereby limiting our exposure.

About 5% of our relocation revenue is derived from our affinity services, which provide real estate and relocation
services, including home buying and selling assistance, as well as mortgage assistance and moving services, to
organizations such as insurance and airline companies that have established members. Often these organizations
offer our affinity services to their members at no cost and, where permitted, provide their members with a
financial incentive for using these services. This service helps the organizations attract new members and retain
current members. Personal assistance is provided to over 60,000 individuals, with approximately 27,000 real
estate transactions annually. In addition, we derive about 6% of our relocation revenue from referrals within our
real estate broker network.

Growth. Our strategy is to grow our global relocation business by generating business from corporations and
U.S. federal government agencies seeking to outsource their relocation function due to downsizing, cost
containment initiatives and increased need for expense tracking. This strategy includes bringing innovative
products and services to the market and expanding our business as a lower cost provider by focusing on
operational improvements and policy counseling and design. We also seek to grow our affinity services business
by increasing the number of accounts, as well as through higher penetration of existing accounts.

Competition. Competition is based on service, quality and price. We are the largest provider of outsourced
relocation services in the United States and a leader in the United Kingdom, Australia and Southeast Asia. In the
United States, we compete with in-house relocation solutions and with numerous providers of outsourced
relocation services, the largest of which is Prudential Real Estate and Relocation Services, Inc. Internationally,
we compete with in-house solutions, local relocation providers and international accounting firms. '

Real Estate Franchise and Operations Seasonality

The principal sources of revenue for our real estate franchise and real estate brokerage businesses are based upon
the timing of residential real estate sales, which are generally lower in the first quarter of each year. The principal
sources of revenue for our relocation business are based upon the timing of transferee moves, which are generaily
lower in the first and last quarters of each year.

Real Estate Franchise and Operations Trademarks and Intellectual Property

We own the trademarks ‘‘CENTURY 21,”” “*Coldwell Banker,”” ‘‘Coldwell Banker Commercial,”” ‘‘ERA,”
““Corcoran,” ‘“The Sunshine Group’’ and ‘‘Cendant Mobility’’ and related trademarks and logos, and such
trademarks and logos are material to the businesses that comprise our Real Estate Franchise and Operations
segment. Our franchisees and subsidiaries in our Real Estate Franchise and Operations segment actively use these
marks and all of the material marks are registered (or have applications pending for registration) with the United
States Patent and Trademark Office as well as major countries worldwide where these businesses have significant
operations. We license the Sotheby’s International Realty mark from SPTC, Inc., a subsidiary of Sotheby’s
Holdings, Inc. '




Real Estate Franchise and Operations Employees

The businesses that make up our Real Estate Franchise and Operations segment employed approximately 11,500
people as of December 31, 2004.

MORTGAGE SERVICES SEGMENT (6%, 8% and 5% of revenue for 2004, 2003 and 2002, respectively)
Mortgage Services Business (4%, 5% and 3% of revenue for 2004, 2003 and 2002, respectively)

As discussed above, we distributed our mortgage business in a spin-off on January 31, 2005. Our mortgage
business originated and serviced mortgages through Cendant Mortgage Corporation, which has changed its name
to PHH Mortgage Corporation. PHH Mortgage is a centralized mortgage lender conducting business throughout
the United States with a focus on retail mortgage originations in which it provides mortgages directly to
consumers. In the United States, for the nine months ended September 30, 2004, PHH Mortgage was the sixth
largest retail originator of residential mortgages, a leading outsource provider of mortgage origination services to
financial institutions and the only mortgage company authorized to use the Coldwell Banker, CENTURY 21 and
ERA brand names.

In connection with the spin-off, we formed the mortgage venture discussed above for the purpose of originating
and selling mortgage loans primarily sourced through our owned residential real estate brokerage and relocation
businesses. PHH Home Loans, the mortgage venture, is the exclusive recommended provider of mortgages for
NRT and Cendant Mobility and the only endorsed provider of mortgages for franchisees of our real estate
franchise systems.

Settlement Services Business (2%, 3% and 2% of revenue for 2004, 2003 and 2002, respectively)

Our settlement services business provides settlement services for both residential and commercial real estate
transactions, including title insurance and closing services throughout the United States. More specifically:

®  We act in the capacity of a title agent and sell title insurance to property buyers and mortgage lenders.
We issue title insurance policies on behalf of large national underwriters. This is accomplished through
a centralized title agency licensed in 36 states and Washington, D.C., and through wholly and partially
owned agency operations with physical locations in 15 states. We typically are only liable for the first
$5,000 of loss for such policies.

®  We manage a network of closing agents, some of whom are our employees, and attorneys to facilitate
the closing of loans and the clearing of title defects. '

®  We provide title review services.

®  We also provide property tax tracking services, flood zone determinations for properties and closing
management services.

We derive revenue for this business through fees charged in real estate transactions for rendering the services
described above as well as a commission on each title insurance policy sold. We provide many of these services in
connection with our residential and commercial real estate brokerage and relocation operations.

In January 2005, our appraisal review services business was distributed to PHH in connection with the spin-off of
our mortgage and commercial fleet management businesses. This business provides appraisals through a network
of approximately 4,000 professionally licensed appraisers offering local coverage throughout the United States, as
well as credit research, flood certification and tax services.

Growth., We intend to grow our settlement services business through continued realization of the cross selling
opportunities presented by our other real estate businesses with particular focus on growing our share of business
originated by our real estate brokerage business. In addition, we plan to expand our business within Cendant’s
franchise network, market new product offerings and continue the expansion of our geographic coverage.

Competition. The settlement services business is highly competitive and fragmented. The number and size of
competing companies vary in the different areas in which we conduct business. Generally, in metropolitan and
suburban localities, we compete with other title insurers, title agents and other vendor management companies.
While we are an agent for some of the large insurers, we also compete with the owned agency operations of these



insurers. These national competitors include Fidelity National Title Insurance Company, Land America
Title Insurance Company, Stewart Title Guaranty Company, First American Title Insurance Company and Old
Republic Title Insurance Group. In addition, numerous agency operations and small underwriters provide
competition on the local level.

Mortgage Services Seasonality

The principal sources of revenue for our settlement services business are based upon the timing of residential real
estate sales, which are generally lower in the first calendar quarter of each year.

Mortgage Services Trademarks and Intellectual Property

Our settlement services business does not use material trademarks or intellectual property.

Mortgage Services Employees

The businesses that make up our Mortgage Services segment empl'oyed approximately 8,200 .people as of
December 31, 2004. This includes approximately 6,100 people employed by our former mortgage and appraisal
businesses. '

HOSPITALITY SERVICES SEGMENT (15%, 14% and 16% of revenue for 2004,' 2003 and 2002,
respectively) ' ’

Lodging Franchise Business (2%, 2% and 3% of revenue for 2004, 2003 and 2002, respectively)
We are a leading hotel franchisor, operating eight lodging franchise systems.

The lodging industry can be divided into four broad sectors based on price and services: upper ﬁpsca]e, with
room rates above $110 per night; upscale, with room rates between-$80 and $110 per night; middle market, with
room rates generally between $55 and $79 per night; and economy, with room rates generally less than $55 per
night.

The following is a summary description of our lodging franchise systems properties that were open and operating
as of December 31, 2004, including the average occupancy rate, average room rate and total room revenue
divided by total available rooms for each property, in each case for 2004. We do not own or operate any hotel
properties.

Information regarding such properties is derived from information we receive from our franchisees.

o ) Total Room
Primary Average Revenue/
. Domestic Avg., Rooms - # of . Occupancy Average Available
Brand Sector Served  Per Property Properties # of Rooms  Location Rate Room Rate  Rooms
Wingate Inn Upper Middle U.S. and
Market 94 138 12,934 International ¥ 62.4% $74.95 $46.74
U.S. and .
Ramada Middle Market 119 1,005 119,991  International @  47.2% $60.56 “$28.60
U.S. and .
Howard Johnson ~ Middle Market 96 466 44,923 International ®  48.1% $57.06 $27.46
. v ) U.S. and
AmeriHost Middle Market 70 107 7,451 International @ 57.2% $58.93 $33.70
U.S. and
Days Inn Upper Economy 82 1,872 153,701  International ®  49.4% . $54.08 $26.70
Travelodge Upper Economy - " US. and " :
Lower Economy 77 527 40,476 - International @  44.4% $51.17 $22.70
U.S. and
Super 8 Motel Economy 61 2,076 125,844  International ®  52.7% $50.95 $26.88
U.S. and
Knights Inn Lower Economy 76 205 15,540  International ® = 423% $37.91 $16.04
Total 6,396 520,860 Total Average: $27.11
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®) Description of rights owned or hcensed
1)

Two properties located in Canada and one property located in Ireland
2

69 properties located in Canada, 59 properties located in England, 48 properties located in Germany, and 88 properties
located in Australia, Bahrain, China, Czech Republic, Egypt, Finland, Guatemala, Hungary, India, Indonesia, Ireland,
Italy, Japan, Korea, Morocco, Netherlands, Oman, Qatar, Saudi Arabia, Sweden, Switzerland, Thailand, Turkey and
United Arab Emirates. )

50 properties located in Canada, and 45 properties located in Argentina, China, Colombia, Dominican Republic, Dutch
Antilles, Ecuador, Guatemala, India, Israel, Jordan, Malta, Mexico, Oman, Peru, Romania, Venezuela and United Arab
Emirates.

One property located in Canada.

80 properties located in Canada and 57 properties located in Argentina, China, Egypt England, Guam, India, Ireland,
Italy, Jordan, Mexico, Philippines, South Africa and Uruguay.

) 120 properties located in Canada and two properties located in Mexico.

102 properties located in Canada.

®  Nine properties located in Canada.

3)

@
(5

Our primary objectives are to sell new franchises, renew existing franchises and, most importantly, provide
world-class service and support to our franchisees in a way that enables them to increase their revenue and
profitability. We support our franchisees with dedicated national marketing programs, technology, training and
education.

Our lodging franchise business derives substantially all of its revenue from franchise fees, which are comprised of
royalty and marketing/reservation fees. The royalty fee is intended to cover our operating expenses, such as
expenses incurred for franchise services, including quality assurance, administrative support and design and
construction advice, and to provide us with operating profits. The marketing/reservation fee is intended to
reimburse the franchisor for expenses associated with providing such franchise services as a central reservation
system, national advertising and marketing programs and certain training programs. Since we do not own or
operate hotel properties (we derive our revenue for this business from franchise fees), we do not incur renovation
expenditures. Renovation costs are the obligation of each franchisee. Similar to our real estate franchise business,
our lodging franchise business also derives revenue through our Preferred Alliance Program.

In December 2003, we commenced marketing for TripRewards, a new loyalty program which enables customers
to earn points when purchasing services from any of our lodging brands,. Avis, Budget, RCI, Fairfield or
Trendwest. In addition, travel packages can be booked on our TripRewards web site. Members can also earn
points when purchasing from over 35 independent businesses. There are over 100 point redemption options for
members to redeem TripRewards points for lodging, airline tickets, resort vacations, movie and theme park tickets
or at various retailers and restaurants, including Home Depot, Circuit City, Olive Garden and Chili’s. Businesses
where points can be earned pay a fee to participate in the program and those fees are then used to reimburse
businesses where the points are redeemed. TripRewards currently has over 3 million, members.

In 2004, we also continued the execution of ‘‘Project Restore’” to encourage and/or require our franchisees’ to
upgrade their properties. This initiative resulted in the termination of certain franchisees and required other
franchisees to independently renovate and upgrade their properties. We believe this initiative will ultimately lead
to higher revenue per available room at our franchisees’ properties. In addition, we have decentralized our field
support organization to increase the ‘‘hands on’” support of franchisee operations. In 2004, we also began a
program to increase the quality of the Ramada properties by requiring franchisees to renovate and upgrade their
hotels and by introducing a new Ramada logo. '

Our lodging franchisees are dispersed geographically, which minimizes our exposure to any one hotel owner or
geographic region. Of the approximately 6,400 properties and approximately 4,900 franchisees in our lodging
systems, no individual hotel owner accounts for more than 2% of our franchised lodging properties.

We own all of the trademarks associated with our lodging franchise systems. In December 2004, we purchased
Ramada International Hotels & Resorts from Marriott International which completed the acquisition of all of the
worldwide trademark rights for the Ramada brand by us. In the third quarter of 2004, we merged our Vlllager
brand into our Knights Inn brand and eliminated the Villager brand as a franchise system.
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Growth. The sale of long-term franchise agreements to operators of existing and newly constructed hotels is
the leading source of revenue and earnings growth in our lodging franchise business. We believe that 48% of
hotel owners in the United States remain independent and unaffiliated with any franchise which provides
substantial opportunity for continued growth of our franchise systems.

We market franchises principally to independent hotel and motel owners, as well as to owners who have the right
to terminate franchise affiliations of their properties with other hotel brands. We believe that our existing
franchisees also represent a significant potential growth opportunity because many own, or may own in the future,
other hotels, which can be converted to one of our lodging brands. Accordingly, a significant factor in our sales
strategy is maintaining the satisfaction of our existing franchisees by providing quality services. We employ a
national franchise sales force, compensated primarily through commissions.

We seek to expand our franchise systems on an international basis through license agreements with developers,
franchisors and franchisees based outside the United States. As of December 31, 2004, our franchising
subsidiaries have entered into international licensing agreements for part or all of approximately 43 countries on
five continents.

In April 2004, we granted a master franchise of Super 8 motels in China, consummating a strategy to compete in
China in three lodging tiers: two to three star hotels under the Super 8 brand, three to four star hotels under the
Days Inn brand and four to five star hotels under the Howard Johnson brand. In addition, in November 2004, we
granted a master franchise to franchise Days Inn hotels in Russia and 14 other countries of the former Soviet
Union. As noted above, in December 2004, we completed the acquisition of all Ramada worldwide trademark
rights. The transaction also conveyed Ramada trademark rights in Canada. The financial impact of this transaction
was not material. Earlier in the year, we acquired the trademark rights for the Ramada brand in the United States
by exercising our right to redeem, for approximately $200 million, the interest we did not own in a venture with
Marriott.

Central Reservation Systems. The lodging business is characterized by remote purchasing through travel
agencies and the use by consumers of toll-free telephone numbers and the Internet. We maintain two reservation
centers that are located in Aberdeen, South Dakota and Saint John, New Brunswick, Canada. In 2004, we booked
an aggregate of approximately 7.9 million roomnights from all Internet booking sources, compared to
approximately 4.9 million roomnights booked in 2003, an increase of 61%. Each of our brands has a-consumer
web site and provides content to other travel-related sites, including Orbitz.com and CheapTickets.com.

Competition. Competition among the national lodging brand franchisors to grow and maintain their franchise
systems is intense. Our largest national lodging brand competitors are the Holiday Inn and Best Western brands
and Choice Hotels, which franchises various brands, including the Comfort Inn, Quality Inn and Econo Lodge
brands. Our Days Inn, Travelodge and Super 8 brands compete with brands, including the Comfort Inn, Red Roof
Inn and Econo Lodge brands, in the economy sector. Our Ramada, Howard Johnson, Wingate Inn and AmeriHost
Inn brands compete with brands, including Holiday Inn and Hampton Inn, in the middle market sector. Our
Knights Inn and Travelodge brands compete with Motel 6 and similar properties. In addition, a lodging facility
owner may choose not to affiliate with a franchisor but to remain independent.

We believe that competition for the sale of franchises in the lodging industry is based principally upon the
perceived value and quality of the brand and services offered to franchisees. We believe that prospective
franchisees value a franchise based upon their view of the cost/benefit relationship between affiliation and
conversion costs and future charges to the potential for increased revenue and profitability and the reputation of
the franchisor. We also believe that the perceived value of brand names to prospective franchisees is, to some
extent, a function of the success of the brand’s existing franchisees.

The ability of an individual franchisee to compete may be affected by the location and quality of its property, the
number of competing properties in the vicinity, its affiliation with a recognized brand name, community
reputation and other factors. A franchisee’s success may also be affected by general, regional and local economic
conditions. The potential negative effect of these conditions on our results of operations is substantially reduced
by virtue of the diverse geographical locations of our franchised properties.
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Timeshare Exchange Business (3%, 3% and 4% of revenue for 2004, 2003 and 2002, respectively)

Our Resort Condominiums International, LLC (‘“RCI"’) subsidiary is a leading provider of timeshare vacation
exchange opportunities and services for over three million timeshare subscribers from more than 3,900 resorts in
more than 100 countries. Our RCI business consists primarily of the publication of Endless Vacation magazine
and other publications related to the vacation and timeshare industry and travel-related services, the operation of
three worldwide exchange programs for timeshare owners at affiliated resorts and the operation of a vacation
rental network consisting of vacation inventory available for rent to consumers. RCI has significant operations in
North America, Europe, Latin America, Southern Africa, Australia and the Pacific Rim as well as limited
operations in the Middle East. In exchange for timeshare exchange services, RCI charges its subscribers an
annual subscription fee and an exchange fee for each exchange, resulting in revenue from such fees of
approximately $402 million during 2004.

Growth, The timeshare exchange industry has experienced significant growth over the past decade. We believe
that the factors driving this growth include the demographic trend toward older, more affluent Americans who
travel more frequently; the entrance of major hospitality and entertainment companies into timeshare develop-
ment; a worldwide acceptance of the timeshare concept; and an increasing focus on leisure activities, family
travel and a desire for value, variety and flexibility in a vacation experience. We believe that future growth of the
timeshare exchange industry will be determined by general economic conditions both in the United States and
worldwide, the public image of the timeshare industry, improved approaches to marketing and sales and a greater
variety of products and price points. RCI members are acquired primarily through developers; as a result, the
growth of our timeshare exchange business is' dependent on the sale of timeshare units by affiliated resorts. RCI
affiliates consist of international brand names and independent developers, owners’ associations and vacation
clubs.

In 2004, we added ten timeshare resorts in China to our network of affiliated resorts. In 2004, we also relaunched
our Elite Rewards credit card, an RCI branded credit card which allows RCI members to earn points that can be
used for vacation products.

Competition. The global timeshare exchange industry is comprised of a number of entities, including resort
developers and owners. RCI’s competitors include specialized firms such as Interval International Inc., vacation
club products, internal exchange programs and regional and local timeshare exchange companies.

Timeshare Sales and Marketing Business (9%, 8% and 8% of revenue for 2004, 2003 and 2002,
respectively)

Through our Fairfield Resorts, Inc. and Trendwest Resorts, Inc. subsidiaries, we are the largest vacation
ownership company in the United States in terms of property owners and vacation units constructed. Our vacation
ownership business includes sales and marketing of vacation ownership interests, providing consumer financing
to individuals purchasing vacation ownership interests and providing property management services to property
owners’ associations. We believe that we have a well balanced portfolio of properties with a high degree of
geographic and customer diversity, helping to insulate our timeshare operations from regional downturns. While
we operate Fairfield and Trendwest as separate brands, we cross market to all of our timeshare owners and obtain
referrals from our lodging and car rental operations. We are presently undertaking strategic initiatives to integrate
certain business functions of Fairfleld and Trendwest, including consumer finance, information technology,
certain staff functions, product development and certain marketing activities. We utilize a points-based sales
system at both Fairfield and Trendwest to provide our owners with flexibility as to resort location and length of
stay. We generate revenue by selling vacation ownership interests, management of resort properties and providing
consumers with financing to purchase vacation ownership interests. At Fairfield, purchasers acquire a deeded
interest in real estate. Use rights associated with the real estate are assigned to an exchange program managed by
Fairfield and purchasers are allocated a specific quantity of points permitting them to reserve and use
accommodations at other Fairfield resorts. At Trendwest, purchasers acquire a club membership associated with a
specific quantity of points entitling the holder to use of WorldMark, The Club resorts. In each instance, the points
permit a purchaser to reserve and use a resort unit, depending on unit type and season.
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Fairfield Resorts. Fairfield, based in Orlando, Florida, acquires, plans, designs and constructs timeshare
properties and markets, sells and finances vacation products that provide quality recreational experiences to its
more than 495,000 property owners and customers. As of December 31, 2004, Fairfield’s portfolio of resorts
consisted of 77 resorts, nine of which are in various stages of construction, located in 21 states and the
U.S. Virgin Islands. The average purchase price of a Fairfield vacation ownership interest is approximately
$14,900. In 2004, we expanded our resort portfolio in Orlando, Florida, Las Vegas, Nevada and Hawaii. In 2005,
we expect to further expand our portfolio in Atlantic City, New Jersey and in 2006, we expect to include
properties in New Orleans, Louisiana, San Antonio, Texas and Waikiki, Hawaii. Fairfield’s vacation products
consist of a deeded interest in a particular unit or resort for a certain amount of time annually, depending on unit
type and season. The annual maintenance fees associated with the average vacation ownership interest purchased
ranges from approximately $400 to $600, paid to a property owners’ association. These fees are used to replace
and renovate furnishings, defray maintenance and cleaning costs and cover taxes, insurance and other related
costs. Typically, the property owners’ associations contract with Fairfield to manage the properties.

Trendwest Resorts. Trendwest, based in Redmond, Washington, acquires, plans, designs and constructs
timeshare properties and markets, sells and finances WorldMark, The Club and WorldMark South Pacific Club
vacation ownership interests. The 65 properties Trendwest markets are located primarily in the western United
States, British Columbia, Mexico, Hawaii and the South Pacific. In 2004, the properties that we market were
expanded to include properties in San Francisco, California and Australia and in 2005 we expect to include
properties in Seattle, Washington and New Zealand. At December 31, 2004, there were over 230,000 vacation
credit owners in the WorldMark system. Trendwest’s vacation ownership interests consist of vacation credits
which entitle the owner to book a vacation through the WorldMark system for a specified number of days as
opposed to a deeded interest in a particular resort as offered by Fairfield. In 2004, the average new owner
purchase was approximately $10,900. Owners of an average Trendwest vacation ownership interest pay annual
maintenance fees of approximately $450 per year to WorldMark, The Club.

Trendwest formed WorldMark, The Club and WorldMark South Pacific Club (collectively the “*Clubs’’) in 1989
and 1999, respectively. The Clubs own, operate and manage the real property conveyed to the Clubs by
Trendwest. Trendwest develops vacation properties and deeds them to the Clubs in exchange for the exclusive
right to sell the vacation credits associated with the properties contributed and retain the proceeds. Our ownership
interest in both Clubs results from Trendwest’s ownership of unsold vacation credits. The percentage of vacation
credits owned by Trendwest in the Clubs is minimal.

Trendwest has management agreements with the Clubs under which Trendwest acts as the exclusive manager and
servicing agent of the vacation owner programs. Trendwest oversees the property management and service levels
of the resorts as well as certain administrative functions. As compensation for services, Trendwest generally
receives a management fee. Each of the management agreements of WorldMark, The Club and WorldMark South
Pacific provides for automatic one-year and five-year renewals, respectively, unless such renewal is denied by a
majority of the voting power of the owners, which excludes Trendwest.

Consumer Financing. Both Fairfield and Trendwest offer financing to the purchasers of vacation ownership
interests. Loans extended are typically securitized. Fairfield and Trendwest continue to service loans extended by
them and therefore remain responsible for the maintenance of accounts receivable files and all customer service,
billing and collection activities through our consumer finance operation located in Las Vegas, Nevada. This
operation employs 320 people. In addition, we employ 91 people in Redmond, Washington who are responsible
for Trendwest’s compliance and loan servicing. As of December 31, 2004, we serviced a portfolio of 237,000
loans totaling approximately $2.1 billion in aggregate principal amount outstanding. Approximately 80% of our
borrowers make their loan payments through direct withdrawal.

Sales and Marketing. Fairfield sells its vacation ownership interests at 39 resort locations and 7 off-site sales
centers. Trendwest’s sales primarily occur at 30 off-site sales offices located in metropolitan areas in six regions,
including the South Pacific. The remainder of its sales occur at 22 on-site sales offices. Both Fairfield and
Trendwest employ diverse types of marketing methods and media to encourage prospective purchasers to attend
sales presentations. Typical marketing methods include vacation packages, in-person solicitation and solicitation
of resort guests. Typical marketing media include direct mail, referrals, Internet marketing, affinity marketing and
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outbound telemarketing. As a result of Do Not Call legislation, Fairfield and Trendwest have reduced their
reliance on outbound telemarketing.

Growth. The growth strategy for our timeshare sales and marketing business is driven primarily by further
development of existing and future resort locations. Numerous factors, including favorable demographic trends
and low overall penetration of potential demand indicate continued potential growth in the timeshare industry. We
also continually explore strategic corporate alliances and other transactions that would complement our timeshare
sales and marketing business. '

Competition. The timeshare sales and marketing industry is highly competitive and is comprised of a number
of companies specializing primarily in timeshare development, sales and marketing. In addition, a number of
national hospitality chains develop and sell vacation ownership interests to consumers. Our largest competitors
include Disney Vacation Club, Hilton Grand Vacations Company ,LLC, Marriott Ownership Resorts, Inc. and
Starwood Vacation Ownership, Inc.

Vacation Rental Business (1%, 1% and 1% of revenue for 2004, 2003 and 2002, respectively)

We are a leading global marketer of vacation rental properties. The properties we market are principally privately
owned villas, cottages, bungalows, apartments and stationary caravans located on vacation parks. In some
locations we offer property management services for properties under contract ranging from key-holding to full
maintenance. Rental properties are marketed to consumers through online and offline distribution channels under
proprietary brand names such as Cuendet, Dansommer, Novasol, Blakes, Ferrysavers.com, Country Cottages in
France, English Country Cottages, Welcome Holidays, French Life, Chez Nous, The Individual Travellers
Company, Canvas Holidays, and Landal GreenParks. We derive revenue primarily through commissions on gross
rent, which range from approximately 25% to 40%. Other sources of revenue consist of travel insurance sales,
transportation, property management fees, and on-site revenue from ancillary services.

‘We do not generally own properties, but act as an intermediary for the owners in exchange for a fee. We have an
ownership interest or a long-term rental commitment for approximately 14% of the properties in our rental
portfolio.

Our vacation rental business has relationships with approximately 42,000 independent property owners in over 22
countries, including the United States, United Kingdom, France, Irelénd, The Netherlands, Belgium, Italy, Spain,
Portugal, Denmark, Norway, Sweden, Germany, Greece, Ausiria, Croatia and eastern European countries.
Property owners enter into one year, evergreen or multi-year contracts with our Vacation Rental subsidiaries that
market the 52,000 rental properties in our portfolio. In 2004, our vacation rental business booked approximately
880,000 vacation weeks.

Our Vacation Rental subsidiaries globally market the properties they represent through direct marketing,
proprietary and third party on-line distribution channels, tour operators and travel agents.

In May 2004, we acquired Landal GreenParks, a leading Dutch vacation rental company, which specializes in the
rental of privately owned vacation homes located in European holiday parks for approximately $81 million, in
cash, net of cash acquired. As part of this acquisition, we also assumed approximately $78 million of debt. Landal
GreenParks manages and markets properties throughout Europe, with approximately 8,500 vacation homes
located in 53 parks primarily in Holland, and also in Germany, Austria, Belgium and the Czech Republic. These
properties are offered through a combination of direct marketing, travel agencies, tour operators, and on-line
channels including www.landal.nl. In October 2004, we acquired Canvas Holidays. The financial terms of this
acquisition were not material to Cendant. Canvas Holidays mafksts camping and stationary caravan vacations
located on holiday parks in approximately 100 destinations to consumers from the United Kingdom, Germany
and The Netherlands. The vacations are marketed through a combination of on-line direct marketing and travel
agent partner channels.

Growth. Our growth strategy is based upon increasingly successful marketing of properties in existing and new
geographic destinations to an expanding database of targeted consumers that have demonstrated a propensity for
the holidays we offer. We also aim to make available our world’s most extensive consumer offering of vacation
rental properties to consumers in regions that have not been a focus of past marketing through direct marketing,
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travel agencies and on-line channels. We plan to use tuck-in acquisitions to expand both our portfolio of
properties and targeted consumer databases where we lack relevant scale or where the opportunity for operating
cost synergies in existing markets yields attractive returns.

Competition. Our Vacation Rental business markets principally European destinations to a global consumer
base that includes holiday consumers from Europe, the United States, Australia, and South Africa. Companies
that offer vacation rental product in these four regions rent an aggregate of 47 million vacations on an annual
basis. This market is highly fragmented, and even large operators such as the ResortQuest brand, Bourne Leisure
Limited, Holidaybreak PLC and Interhome Group, represent only a small portion of industry volume. We believe
that competition for vacation rental properties is based principally on the number and quality of properties
offered.

Hospitality Trademarks and Intellectual Property

We own the trademarks ‘‘Days Inn,”” ‘‘Ramada,”” ‘“Howard Johnson,”” ‘“Super 8,”” ‘‘Travelodge,”” ‘‘Wingate
Inn,”” ““Knights Inn,”” ‘“‘AmeriHost Inn,”” “‘RCI,”’ ‘“‘Resort Condominiums International,”” *‘Fairfield,”’
“Trendwest,”” ““WorldMark’’ and related trademarks and logos, and such trademarks and logos are material to
the businesses that comprise our Hospitality segment. Our franchisees and subsidiaries in our Hospitality segment
actively use these marks and all of the material marks are registered (or have applications pending) with the
United States Patent and Trademark Office as well as major countries worldwide where these businesses have
significant operations. We own the ‘‘Travelodge’” mark only in North America. We own the ‘‘WorldMark’’ mark
pursuant to an assignment agreement with WorldMark. If our relationship with WorldMark should terminate,
such mark would revert back to WorldMark upon request. '

Hospitality Seasonality

Our lodging franchise business generates higher revenue during the summer months because of increased leisure
travel. Therefore, any occurrence that disrupts travel patterns during the summer period could have a greater
adverse effect on our lodging franchisees’ annual performance and consequently our annual performance than in
other periods. A principal source of timeshare exchange revenue relates to exchange services to members. Since
members have historically shown a tendency to plan their vacations in the first quarter of the year, revenue is
generally slightly higher in the first quarter. In timeshare sales, we rely upon tour flow to generate timeshare sales;
consequently, sales volume tends to increase in the summer months as a result of greater tour flow from summer
travelers. We cannot predict whether these trends will continue in the future.

Most consumers in our vacation rental business book accommodations 8 to 15 weeks in advance of their
departure date. Approximately 50% of departure dates fall during the summer. Therefore, most bookings are
made during the first and second quarters. Recently, some consumers have begun to book accommodations closer
to their departure date, shifting some bookings to the third quarter.

Hospitality Employees
The businesses that make up our Hospitality Services segment employed approximately 24,100 people as of
December 31, 2004.

TRAVEL DISTRIBUTION SERVICES SEGMENT (9%, 9% and 12% of revenue for 2004, 2003 and 2002,
respectively)

Our Travel Distribution Services (‘‘TDS’’) segment is one of the leading global travel intermediaries in the
world. We connect suppliers of travel products such as airlines, hotels and car rental companies throughout the
world. We distribute travel content and services directly to consumers and corporations worldwide as well as
through traditional travel agencies and other third parties. TDS businesses provide services across four principal
areas based on the customer or supplier group served by each:

®  Travel Agency Services, which includes Galileo, THOR, Travelwire and Travel 2 Travel 4;

®  Consumer Travel Services, which includes Orbitz, CheapTickets.com, Away Network (away.com,
GORP.com and OutsideOnline.com), HotelClub.com, Neat Group, Lodging.com, RatesToGo.com,
ebookers (acquired February 2005), AsiaHotels.com and Cendant Travel, and our Chinese joint
venture, CYTS-Cendant Travel Service Co., Ltd;
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e  Corporate Travel Solutions, which includes Travelport and Orbitz for Business; and
e  Supplier Services, which includes WizCom, TRUST International and Shepherd Business Intelligence.

With the anticipated acquisition of Gullivers Travel Associates and Octopustravel.com in April 2005, TDS plans
to expand the wholesale travel services component of its portfolio of businesses providing travel agents and
consumers with an even greater array of wholesale travel inventory. Our Travel 2, Travel 4 and Flairview
businesses currently offer such inventory.

In 2004, TDS focused on its transition from an ‘‘order taker’” to an ‘‘order maker’’ strategy to become a leading
global travel intermediary. As an order taker, TDS is a leading transaction processor of travel information through
the global distribution system as well as through our WizCom, Trust, THOR and Shepherd businesses. As an
order maker, TDS is a transaction generator that generates volume and demand through the distribution of
customized travel packages and end-to-end travel solutions. Our goal is to create a strategic synthesis between the
order taking and order making businesses.

For 2004, 2003 and 2002, Travel Agency Services accounted for substantially all of the revenue of our TDS
segment. ' '

Travel Agency Services

We provide, through Galileo, an electronic global distribution system (*‘GDS’’) for the travel industry using a
sophisticated computerized reservation system. This is a core component of our order taking business. Travel
suppliers such as airlines, hotel companies and car rental firms store, display, manage and sell their products and
services through our GDS system. We market our GDS under the brands Apollo and Galileo. Apollo is utilized in
North America and Japan, and Galileo is utilized in the rest of the world. Travel agencies and other subscribers at
approximately 43,500 locations throughout the world and numerous Internet travel sites, such as CheapTick-
ets.com, as well as corporations that use self-booking products, such as those provided by Corporate Travel
Solutions, are able to access schedule and fare information, book reservations and issue tickets for nearly 500
airlines. Travel agency subscribers represent a significant source of bookings that result in fees payable by travel
suppliers to Galileo. Bookings generated by our five largest travel agency subscribers constituted approximately
20% of the bookings made through our GDS in 2004. Our GDS also provides subscribers with information and
booking capabilities covering approximately 23 car rental companies, approximately 240 hotel companies with
nearly 60,000 properties and approximately 430 tour companies and major cruise lines throughout the world. In
2004, Galileo processed approximately 270 million bookings. Galileo operates in approximately 120 countries.

We generate the vast majority of our Galileo GDS revenue from booking fees paid by travel suppliers. In 2004,
we generated approximately 93% of this booking fee revenue from airlines. Other Galileo GDS revenue sources
include lease fees for equipment provided to subscribers, such as travel agents, as well as advertising revenue paid
by travel suppliers. We generate approximately 64% of our Galileo GDS revenue outside the United States.

Additional order taking products and services provided through Travel Agency Services include our THOR
subsidiary, which provides 24-hour travel reservation assistance to customers of its travel agency clients; our
Travel 2 Travel 4 subsidiary, which specializes in providing inventory for long-haul travel exclusively through the
travel agency channel; and Travelwire, which provides office administration solutions to tour operators and travel
agencies through its process automation solutions, including the virtual travel agency, which provides a complete
software package for web-based or traditional travel agencies that want to distribute, administer and sell a full
range of inventory via the Internet.

United Airlines, Inc. is the largest single travel supplier utilizing our system, generating revenue of approximately
$140 million relating to hosting, network services and GDS booking fees, which accounted for approximately 8%
of our total TDS segment revenue in 2004. In 2004, Galileo began a ten-year agreement with United to provide
reservations system technology and other services. In 2002, UAL Corporation, the parent of United, filed for
bankruptcy protection. If UAL does not successfully emerge from bankruptcy as expected in 2005, we may not be
able to recover outstanding amounts as of the date of any subsequent liquidation, which could range from $10 to
$20 million, and we would expect certain components of revenue for this segment, such as revenue generated
from reservation and network management services (excluding GDS booking fees), to be negatively affected.
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We have introduced new products to increase revenue and reduce costs for our travel agency subscribers, such as
Galileo Fee Manager, a valuable tool to permit travel agencies to charge on a service rather than commission
basis; and International Public Fares, which completes our 360 Fares product, making us the only GDS with a
fully automated fares system. We have implemented national vendor platforms in many European countries,
ensuring agencies have access to the best local content for their customers via their desktop and full content
agreements with key airlines, such as British Airways, Qantas, SWISS and KLM. We also introduced Galileo
HotelClub, which widens the reach of our HotelClub portfolio and offers additional content to our travel agency
subscribers. We plan to aggressively distribute these products and services through Travel Agency Services.

The global trave! industry remains sensitive to the effects of military conflict, terrorist threat alerts, continuing
economic pressures, and natural disasters, such as the tsunami that occurred in Asia in December 2004. The
continuing sensitivity to security, economic and environmental concerns gives rise to greater volatility in the
travel industry. As a result, several major travel suppliers are experiencing liquidity problems and some, such as
UAL, US Airways Group and ATA, have sought, and others may seek, bankruptcy protection. Therefore, the risk
of non-payment of GDS fees from travel suppliers has increased. Travel activity could be further reduced if any of
these conditions continue or resurface, which could negatively impact our TDS segment. -

Distribution of Products and Services. We market, distribute and support our Galileo products and services
for subscribers primarily through our internal sales and marketing organizations (‘*SMOs’") throughout the
world, which accounted for approximately 70% of our 2004 bookings.

In regions not supported directly by our SMOs, we provide our products and services through our relationships
with independent national distribution companies (‘“NDCs’’), which are typically independently owned and
operated by a local travel-related business in the related country. Each NDC is responsible for maintaining the
relationship with subscribers in its territory and providing ongoing customer support. We pay each NDC a
commission based upon the booking fees generated in the NDC’s territory, and the NDC retains all subscnber
fees billed in the territory. NDCs accounted for approximately 30% of our bookings in 2004.

Growth. In order to grow our GDS business, we intend to expand our focus beyond booking fees as an order
taker to become a retailer of travel inventory and travel products and services as an order maker, and thereby
strengthen our relationships with our travel suppliers and travel agency customers. In doing so, we intend to
continue to capitalize on our competitive strengths, the key elements of which are: (1) Cendant’s business-to-
business relationships and travel-related assets; (ii) a diversified global presence; (iii) established relationships
with a diverse group of travel suppliers and travel agencies; (iv) a comprehensive offering of innovative products
and services; and (v) new product and services initiatives with strong appeal to travel consumers, agencies and
suppliers.

Competition. Our competitors include: the three major traditional GDS companies, Sabre, Inc., Amadeus
Global Travel Distribution S.A. and Worldspan, L.P.; the major regional reservation systems, including Abacus
International, Inc., Axess International Network, Inc., Infini Travel Information, Inc. and Topas Co., Ltd.; and
other travel infrastructure companies such as Pegasus Solutions, Inc., Navitaire, Inc. and Datalex Communica-
tions USA, Inc. We also compete with alternative channels by which travel products and services are distributed;
for example, some airlines operate computerized reservation systems on their web sites, and some low-cost airline
carriers do not utilize a GDS distribution channel. In addition, travelers are increasingly using the Internet to
make their own bookings, thereby shifting business away from the traditional travel agency community.

Competition to attract and retain travel agency subscribers is intense. As a result, we and other computerized
reservation system service providers offer incentives to travel agency subscribers if they achieve certain
productivity or booking volume growth targets. Although continued expansion of such incentive payments could
adversely affect our profitability, our failure to continue to make such incentive payments could result in the loss
of some travel agency subscribers, while competitive offerings could result in increased opportunities.

Consumer Travel Services

As part of our order maker functions, we provide travel services directly to consumers. We are a full service travel
agency, providing airline, car rental, hotel, vacation packages and other travel reservation and fulfillment
capabilities. We offer such services through Orbitz.com, CheapTickets.com and ebookers.com, our full service
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online travel agencies; Lodging.com, Hotelclub.com, RatesToGo.com and AsiaHotels.com, our online hotel
booking sites; Neat Group, an online service that enables customers to design their own vacation packages; and
the Away Network, comprising away.com, GORP.com and OutsideOnline.com, our online providers of travel
information. We also provide consumer travel services to customers of our Marketing Services businesses and
other membership programs, including members of our timeshare exchange business.

Our Consumer. Travel businesses provide travel suppliers with distribution, packaging and connectivity through a
single point of contact. We work directly with travel suppliers to secure both non-published and regularly
available fares and rates to supply discounted travel to our customers. We market and distribute this inventory to
consumers through our branded web sites and through our membership channels. In addition to our online
presence, we maintain call centers located in the United States and abroad: Aurora, Colorado; Moore, Oklahoma;
Mankato, Minnesota; and Nashville, Tennessee in the United States, as well as Sydney, Australia; Toronto,
Canada; and Bangalore, India. We also outsource call center functions in Tijuana, Mexico, and Manila,
Philippines.

We generate revenue from commissions, service fees and incentives on bookings from hoteliers, car rental
companies, airlines, cruise lines, tour operators and consumers as well as mark-ups on travel inventory. We also
generate transaction-related advertising revenue from our online agencies, Orbitz, CheapTickets, and
Lodging.com. ‘

We substantially completed the build-out of our consumer travel services business in 2004 and early 2005 through
the following acquisitions:

o  In April 2004, we acquired Australia-based Hotel Club Pty Ltd., which has a technological infrastruc-
ture throughout Europe and Asia Pacific, for approximately $88 million in cash, net of cash acquired.
Hotel Club, through its subsidiary, Flairview Pty Ltd., supports the distribution and sale of hotel stays
in multiple languages and currencies through its websites Hotelclub.com and RatesToGo.com. The
combined merchant hotel offerings of Lodging.com, Hotelclub.com and RatesToGo.com represent
nearly 26,000 properties worldwide.

e In September 2004, we purchased a 40% share in China CYTS Tours Holding Co., Ltd., to create
CYTS-Cendant Travel Service. This joint venture will provide China’s growing leisure and business
travel industry with a full range of products and services at competitive prices, focusing initially on
hotel offerings, and later including air and land packages for inbound, outbound and intra-China travel.
The financial terms of our investment in CYTS-Cendant Travel Service were not material to us.

®  On November 12, 2004, we acquired Orbitz, Inc. for approximately $1.1 billion, net of cash acquired.
The addition of Orbitz immediately positioned Cendant as a leading competitor in the domestic online
travel distribution business. With the acquisition, TDS is well equipped to take advantage of the
increasing trend of offline bookings moving online. Additionally, the acquisition provides a foundation
for significant synergies in technology, fulfillment services and operations, which will allow both Orbitz
and CheapTickets to continue to aggressively market and promote their respective brands while
increasing profitability. The Orbitz acquisition expands TDS” distribution capabilities, providing more
choices for consumers, suppliers, corporations and travel agents. Qur increased scale and relevance,
combined with the transaction synergies, will provide considerable benefits to both customers and our
company. Further, the Orbitz technology includes Orbitz Supplier Link, which is a sophisticated
network of connections able to communicate and book inventory directly with airline ticketing systems,
resulting in lower costs for suppliers.

®  On February 28, 2005, we completed the acquisition of ebookers plc, a U.K. company specializing in
Furopean online travel for approximately $350 million, net of cash acquired. In connection with this
acquisition, we also assumed $30 million of debt.

® In December 2004, we also agreed to acquire privately held, UK.-based Donvand Limited (which
operates under the name Gullivers Travel Associates) and Octopus Travel Group Limited for
approximately $1.1 billion in cash, net of estimated cash acquired. Gullivers Trave] Associates is a
leading wholesaler of hotel stays, destination services, travel packages and group tours, and Octopus
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Travel is a global online provider of lodging and destination services. The acquisition is subject to
certain regulatory filings and we expect to complete the acquisition in April 2005.

Growth. We intend to build on our existing position as a leading provider of online travel to pursue initiatives
that provide high margin products to our customers. Some of these initiatives include increasing sales of packages
through Orbitz’s new dynamic packaging product and expanding Neat’s distribution to new markets. We also
intend to enhance our marketing efforts to strengthen our brands and our position as a leading retailer of attractive
and well-priced travel content. Our complementary brands, products, and technology strategies are focused on
improving the customer experience by providing industry leading features and functionality, while maintaining a
robust operating environment. We intend to continue to add international distribution channels to our portfolio
and increase our international content to our current distribution channels.

Competition. = We compete with companies with Internet travel web sites, such as IAC/InterActiveCorp’s
Expedia, Inc., Hotels.com L.P. and Hotwire.com businesses, Sabre, Inc.’s Travelocity.com L.P., Lastminute.com
and Priceline.com Incorporated and a large number of leisure travel agencies, including among others Liberty
Travel, Inc. and American Express Travel Related Services Company, Inc.

Corporate Travel Solutions

Corporate Travel Solutions consists of our Travelport and Orbitz for Business corporate travel solutions
businesses. These businesses offer travel solutions to a broad array of enterprises, ranging from Fortune
500 companies with sophisticated travel policies and global travel management requirements to small businesses,
typically with fewer travel policy management needs. Corporate Travel Solutions offers domestic and interna-
tional corporations the services of the Galileo GDS, a choice of the Travelport or Orbitz for Business online
booking tools, and customer care and fulfililment services to meet their corporate travel requirements. Corporate
Travel Solutions assists companies in the control and reduction of their travel expenses through the use of our
web-based self-booking and ticketing capabilities which enable our corporate customers to manage their unique
travel supplier agreements and corporate travel policies, while lowering the dependence of their employees upon a
travel agent to make travel arrangements.

We generate revenue from online booking fees paid by corporate customers on a per transaction basis. We also
collect transaction fees from corporate customers for fulfillment and customer care services offered as part of our
end-to-end corporate travel solution, as well as fees from supplier agreements that Corporate Travel Solutions has
negotiated for the benefit of all of its customers. In 2004, Orbitz for Business, which today serves the
U.S. marketplace exclusively, grew its customer base by nearly 100%.

Growth. We remain focused on providing a valuable service to our corporate clients to increase the number of
bookings made by our existing corporate clients through increased adoption of our online booking tools within
their enterprise. We also intend to grow through the pursuit of additional large corporate clients, both
domestically and internationally, as the shift to online corporate travel management tools continues to accelerate.
With our end-to-end, vertically integrated travel services offering, we intend to pursue small and middle market
customers in North America. In part our growth will be generated by our attractive offering of travel content, as
leveraged by our relationship with other TDS companies and other Cendant businesses, superior rates, and world-
class customer service.

Competition. Our primary competition comes from those companies that offer multiple travel services for
corporate clients, such as Expedia Corporate Travel, Travelocity for Business, American Express, and other
traditional corporate travel agencies. We also find competition in companies which focus solely on the creation
and distribution of online booking tools to corporate clients and travel agencies, including: Outtask, Inc., through
its Cligbook product; Navitaire, Inc.; Sabre, Inc., through its corporate booking product, Travelocity for Business;
TRX, Inc. through its Res-X product; and Carlson Travel Group, Inc. through its Wagonlit Symphonie/Horizon
product, KDS.

Supplier Services

Our Supplier Services businesses focus on enhancing our relationships with our travel suppliers to pursue and
obtain the most competitive and comprehensive rates for our TDS customers benefiting our Galileo business. We

20




also provide our travel suppliers with reservation-related systems and marketing information processing services
that make their operations more efficient and enhance their revenue generation. Our Supplier Services businesses
generate revenue from transaction fees and service fees paid to us by travel suppliers for our products and
services. Our Supplier Services offerings are comprised of:

e  WizCom, which provides hotel and car rental suppliers with electronic distribution and e-commerce
solutions for Internet, GDS and other travel reservation systems. WizCom provides hotel and car rental
suppliers with direct connectivity to the Internet and to global distribution systems, and provides central
GDS information management services.

¢  TRUST International, which develops and implements central reservation systems (‘‘CRS’’) through its
Voyager CRS, providing customized, real-time reservations and global distribution services to the
hospitality industry. TRUST also provides a range of travel related call center operations to hotel chains
from its global communication call centers in Frankfurt, Germany (headquarters), Orlando, Florida and
Singapore, which serve approximately 40 countries in 9 languages.

®  Shepherd Systems, which provides sales and marketing intelligence technologies and services, and
distributes marketing information data tapes (‘‘MIDT’") on behalf of Galileo, to approximately 50 of
the world’s leading airlines to strengthen their ability to make strategic decisions and help drive better
business results. :

®  GlobalFares, a service which provides fare quotation services for approximately 30 airlines worldwide.
In 2004, we upgraded the GlobalFares system to provide fully automated fare and rule processing for
public and private fares filed by airlines globally.

Growth. We intend to increase our Internet distribution reach and enhance our product and service portfolio
aimed at the hospitality sector allowing hotel and car rental companies to further optimize their sales mix. We
intend to promote new products to meet our clients’ needs, such as Hotel Cache, which offers hotel companies a
cost effective solution to the high volume of rate requests from Internet-based systems, and JumpStart, our newly
developed cost-effective interface for distribution of hotel content over the Internet. We are also focused on
enhancing our data analysis capabilities and developing consulting services related to MIDT and other data
sources for the airline industry. We are launching a new airline reservations hosting line of business, building
upon our expertise in providing systems for United Airlines, with an initial focus on the low cost carrier segment.
We are also relaunching our GlobalFares sales efforts to expand the reach of that product within the sector.

Competition. In providing electronic distribution services to hotel customers, we compete with third party
connectivity providers and also with supplier direct connection technology providers. WizCom and TRUST
International compete with many companies that provide computerized reservation system services to hotel
customers, including hotels that develop their own proprietary systems. Our competitors include: Pegasus
Solutions, Inc. and its affiliate, Vantis International Corporation; SynXis Corporation (which agreed to be
acquired by Sabre Holdings Corporation in December 2004); iHotelier, a subsidiary of TravelCLICK, Inc.;
MICROS Systems, Inc.; Amadeus Global Travel Distribution, S.A. and its affiliate Optims; and Lanyon, Inc. In
addition, WizCom and TRUST compete with any travel service provider bypassing their connectivity solutions
and connecting suppliers directly to their platforms. Shepherd Systems’ competitors include providers of market
and business intelligence information, primarily in the airline industry such as Sabre, Inc. and Lufthansa Systems.
Our competition in the airline-hosting sector includes traditional providers, such as Sabre, Amadeus and Unisys
as well as Navitaire, owned by Accenture.

Travel Distribution Trademarks and Intellectual Property

The trademarks and service marks ‘‘Galileo,”” ‘“‘Apollo,”” “‘CheapTickets,”” ““Orbitz,”” ‘“WizCom,”’ ‘‘Lodg-
ing.com,”” ““THOR,”’ “‘Travelport’’, *‘HotelClub’’, ‘‘RatesToGo’’ and related trademarks and logos used in 2004
are material to the businesses in our TDS segment. Galileo and opr other subsidiaries in the TDS segment and
their licensees actively use these marks. All of the material marks used by these companies are registered (or have
applications pending for registration) with the United States Patent and Trademark Office as well as major
countries throughout the world where these businesses operate. We own the material marks used in the TDS
segment,
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We also use a combination of patent, copyright, trade secret, confidentiality procedures and contractual provisions
to protect the software, business processes and other proprietary information we use to conduct the businesses in
our TDS segment. These assets and the related intellectual property rights are important assets of the businesses
in our TDS segment.

Unauthorized use of our intellectual property could have a material adverse effect on our TDS segment and there
can be no assurance that our legal remedies would adequately compensate us for the damage caused by such use.

Travel Distribution Seasonality

We experience a seasonal pattern in our operating results, with the first and fourth quarters typically having lower
total revenue and operating income compared to the second and third quarters due to decreased bookings and
travel during the winter months in the northern hemisphere.

Travel Distribution Employees

The businesses that make up our Travel Distribution Services segment employed appfoximately 4,700 people as
of December 31, 2004. '

VEHICLE SERVICES SEGMENT (31%, 33% and 31% of revenue for 2004, 2003 and 2002, respectively)

Our Vehicle Services segment consists of the vehicle rental operations of Avis and Budget, and the Avis and
Budget franchise systems. During 2004, this segment also consisted of our fleet management and fuel card
businesses; however, these businesses are no longer part of our company as described below.

Vehicle Rental Operations and Franchise Businesses (22%, 25% and 20% of revenue for 2004, 2003 and
2002, respectively)

We are one of the largest vehicle rental operators in the world under two leading brands, Avis and Budget. We
operate Avis and Budget as separate brands, with differentiated positioning, service and pricing. The Avis brand
targets customers who are seeking a premium service while the Budget brand focuses on providing a value rental
experience. We perform certain administrative and operational functions for both Avis and Budget, such as tax
planning and financing, as well as voice reservation services through our contact centers. Furthermore, we
provide Avis and Budget locations with access to the Wizard System, our online computer system which is used
by these locations for (i) global reservations processing, (ii) rental agreement generation and administration, and
(iii) fleet accounting and control. For 2004, our car rental operations had an average fleet of approximately
324,500 vehicles.

Avis (13%, 15% and 19% of revenue for 2004, 2003 and 2002, respectively)

We operate and/or franchise approximately 1,900 of the approximately 4,900 car rental locations that comprise
the Avis System, which represents one of the largest car rental systems in the world, based on total revenue and
number of locations, including locations at most of the largest airports and cities in the United States and
internationally. The Avis System in Europe, Africa, part of Asia and the Middle East is operated under a royalty-
free license arrangement with Avis Europe Holdings Ltd. (*“Avis Europe’’), an independent third party, and is
comprised of approximately 3,000 locations.

We own and operate approximately 1,080 Avis car rental locations in both airport and non-airport (downtown and
suburban) locations in the United States, Canada, Puerto Rico, the U.S. Virgin Islands, Argentina, Australia and
New Zealand. For 2004, Avis generated total vehicle rental revenue of approximately $2.67 billion, of which
approximately 85% (or $2.28 billion) was derived from U.S. operations. In addition, we franchise the Avis
System to independent business owners in approximately 850 locations throughout the United States, Canada,
Latin America and the Asia Pacific region. In 2004, approximately 95% of the Avis System rental revenue in the
United States was generated by locations owned by us or operated for us under agency arrangements, and the
remainder was generated by locations operated by independent franchisees. Independent franchisees pay fees
based either on total time and mileage charges or total revenue.

The Avis System offers customers a variety of premium services, including: (i) ““Avis Cares,’” a program which
provides customers with area-specific driver safety information, the latest child safety seats (available for rental)
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and driving maps; (ii) a counter by-pass program, Avis Preferred Service, which is available at major airport
locations; (ii1) Avis Access, a full range of special products and services for drivers and passengers with
disabilities; (iv) ‘‘Avis Assist’’, a portable cell phone equipped with GPS navigation which provides talking
directions, traffic and weather advisories, and Amber Alert information to renters and may also be used for E911,
roadside assistance and Avis reservation phone calls; and (v) Avis InterActive, an online reporting system which
provides Avis corporate accounts real-time access to aggregated information on their car rental expenses to better
manage their car rental expenditures.

Avis Marketing. In 2004, approximately 74% of vehicle rental transactions generated from our owned and
operated car rental locations were generated in the United States by travelers who rented with Avis under
contracts between Avis and the travelers’ employers or through membership in an organization with whom Avis
has an affiliation (such as AARP and USAA). Our franchisees also have the option to participate in these
contracts. Unaffiliated business and leisure travelers are solicited by direct mail promotions and advertising
campaigns. ‘

Our domestic customers can make Avis reservations through the Awis toll-free reservation center at
1-888-777-AVIS, via our Avis web site at www.aqvis.com, through online portals or by contacting their travel
agent. Travel agents can access Avis through all major global distribution systems, and can obtain information
with respect to our rental locations, vehicle availability and applicable rate structures through these systems. An
automated link between these systems and the Wizard System gives them the ability to reserve and confirm
rentals directly. We also maintain strong links to the travel industry. Avis offers customers the ability to earn
frequent traveler points with virtually all the major airlines. Avis is also affiliated with TripRewards, our loyalty
marketing program, and with the frequent traveler programs of various hotels including the Hilton Hotels
Corporation, Hyatt Corporation, and Starwood Hotels and Resorts Worldwide, Inc. These arrangements provide
various incentives to all program participants and cooperative marketing opportunities for Avis and the airlines
and hotels. We also have an arrangement with our lodging brands whereby lodging customers who are making
reservations by telephone may be transferred to Avis if they desire to rent a vehicle. In addition, we have
marketing relationships with American Express, MBNA Corporation and Sears, Roebuck and Co., through which
we are able to provide their customers with incentives to rent from Avis.

Internationally, we utilize a multi-faceted approach to sales and marketing throughout our global network by
employing or contracting with teams of trained and qualified account executives to negotiate contracts with major
corporate accounts and leisure and travel industry companies. In addition, we utilize a wide range of marketing
and direct mail initiatives to continuously broaden our customer base. Sales efforts are designed to secure
customer commitment and support customer requirements for both domestic and international car rental needs.
Our international operations maintain close relationships with the travel industry through participation in several
non- U.S. based airline frequent flyer programs, such as those operated by Air Canada and Qantas Airways
Limited. We also participate in Avis Europe’s programs with British Airways Plc, Lufthansa and other carriers.

Budget (9%, 10% and 1% of revenue for 2004, 2003 and 2002, respectively)

The Budget System is one of the largest car and truck rental systems in the world, based on total revenue and
number of locations. We operate and/or franchise 2,170 of the approximately 3,070 car rental locations in the
Budget System, including locations at most of the largest airports and cities in the United States and
internationally. The Budget System in Europe, Africa, and the Middle East is operated under a royalty-free
license arrangement with Zodiac Europe Limited, an independent third party and an affiliate of Avis Europe, and
is comprised of approximately 900 locations. We operate approximately 825 Budget car rental locations in both
airport and non-airport (downtown and suburban) locations in the United States, Canada, Puerto Rico, Australia
and New Zealand. In 2004, our Budget car rental operations generated total vehicle rental revenue of
approximately $1.24 billion, of which 92% (or $1.13 billion) was derived from U.S. operations. We also franchise
the Budget System to independent business owners who operate approximately 1,345 locations throughout the
United States, Canada, Latin America, the Caribbean and the Asia Pacific region. In 2004, approximately 85% of
the Budget System rental revenue in the United States was generated by locations owned by us or operated for us
under agency arrangements, with the remainder generated by locations operated by independent franchisees.
Independent franchisees generally pay fees based on gross rental revenue.

23



We also operate a local and one-way truck rental business under the Budget brand utilizing a fleet of
approximately 28,000 trucks which are rented through a network of approximately 2,500 corporate-owned and
commissioned dealer locations throughout the continental United States. Our truck rental business serves both the
consumer and light commercial sectors. The consumer sector consists primarily of individuals who rent trucks to
move household goods on either a one-way or local basis. The light commercial sector consists of a wide range of
businesses that rent light to medium-duty trucks, which we define as trucks having a gross vehicle weight of less
than 26,000 pounds, for a variety of commercial applications. In 2004 our Budget truck rental business generated
total vehicle revenue of approximately $514.7 million.

Budget Marketing

Car Rental. In connection with its focus on leisure travelers, Budget primarily uses retail advertising and value
pricing to drive reservations on its web site, in the reservation center, and in other leisure channels. In addition,
Budget offers proprietary marketing programs such as Fastbreak, an expedited rental program for frequent
travelers, and Unlimited Budget, a travel agent rewards program.

In 2003 Budget launched a small business program, the ‘‘Budget Business Program.”’ In response to constraints
of small business customers, the Budget Business Program focuses primarily on offering a value proposition. In
addition, Budget continued to build its affiliated base of customers through relationships with various partners,
mcluding Costco Wholesale Corporation and Southwest Airlines Company, and through TripRewards.

Customers can make Budget reservations through the Budget toll-free reservation center at 1-800-BUDGET?7, via
our Budget web site at www.budget.com, through online travel portals, or through their travel agent. Travel agents
can access Budget through all major global distribution systems and can obtain information with respect to our
rental locations, vehicle availability and applicable rate structures through these systems. In addition, Budget
offers Unlimited Budget, a loyalty incentive program for travel agents. Participating travel agents earn cash for
every eligible U.S. business and leisure rental completed by their clients. As of December 31, 2004,
approximately 38,000 travel agents were enrolled and active in this program.

Truck Rental. Budget primarily advertises in the yellow pages to promote its trucks to potential customers.
Customers can make truck reservations through the Budget truck toll-free reservation center at 1-800-GO-
BUDGET, via our Budget truck web site at www.budgettruck.com or by calling a location directly. In addition,
Budget has established online affiliations with web sites like monstermoving.com to reach its targeted audience.
Budget truck reservations may also be made through the budget.com web site.

Vehicle Rental Optional Products and Services. In addition to revenue from vehicle rentals and franchisee
royalties, we generate revenue from Avis and Budget customers through the sale of optional products and services
such as supplemental equipment (child seats and ski racks), loss damage waivers, additional/supplemental
liability insurance, personal accident/effects insurance and gas service option and fuel service charges.

Vehicle Rental Growth. For 2004, we generated 84.0% and 79.3% of our Avis and Budget revenue,
respectively, from our owned airport locations. We also opened 82 new off-airport Avis locations in 2004, and
intend to increase business at our off-airport locations through a combination of advertising, promotions, local
sales calls and targeted marketing to members of various associations and corporations. Our business relationship
with State Farm Insurance Company in the insurance replacement market was also strengthened in 2004 utilizing
the location network of our two brands, as well as enhanced technology. We intend to increase our replacement
business by marketing our car rental services to other insurance carriers. We also intend to increase our focus on
Budget’s truck business by continuing to upgrade the truck fleet and improving utilization.

Vehicle Rental Web Sites. Avis and Budget have strong brand presence on the Internet through their web sites,
avis.com and budget.com. A steadily increasing number of Avis and Budget vehicle rental customers obtain rate,
location and fleet information and then reserve their rentals directly on these web sites. In addition, both Avis and
Budget have agreements to promote their car rental services with major Internet portals, and have a strong
advertising presence on Yahoo! ‘

Vehicle Rental Fleet Management. With respect to the car rental operations owned and operated by us, we
participate in a variety of vehicle purchase programs with major domestic and foreign manufacturers. Our

24




featured supplier for the Avis brand is General Motors Corporation. Our featured supplier for the Budget brand is
Ford Motor Company. Under the terms of our agreements with Ford and GM, which expire in 2007 and 2008,
respectively, we are required to purchase a certain number of vehicles from these manufacturers. Our current
operating strategy is to maintain an average fleet age of approximately seven months. For model year 2004,
approximately 99% of our domestic fleet vehicles were subject to repurchase programs. Under these programs,
subject to certain conditions, such as mileage and vehicle condition, a manufacturer is required to repurchase
those vehicles at a pre-negotiated price thereby reducing our risk on the resale of the vehicles. In 2004,
approximately 2.9% of repurchase program vehicles did not meet the conditions for repurchase.

Vehicle Rental Airport Concession Fees. In general, concession fees for airport locations are based on a
percentage of total commissionable revenue (as determined by each airport authority), subject to minimum annual
guaranteed amounts. Concessions are typically awarded by airport authorities every three to five years based upon
competitive bids. Our concession agreements with the various airport authorities generally impose certain
minimum operating requirements, provide for relocation in the event of future construction and provide for
abatement of the minimum annual guarantee in the event of extended low passenger volume.

Vehicle Rental Competition. The vehicle rental industry is characterized by intense price and service
competition. In any given location, we and our franchisees may encounter competition from national, regional and
local companies. Nationally, Avis’ principal competitor is Ford Motor Company’s Hertz Corporation and
Budget’s principal competitors are Alamo Rent-A-Car, LLC and Dollar Rent-A-Car System, Inc. for car rental,
and U-Haul International, Inc. and Penske Truck Leasing Corporation for truck rental. However, both Avis and
Budget also compete with each of these car rental companies and with National Car Rental System, Inc., Thrifty
Rent-A-Car System, Inc., and Enterprise Rent-A-Car Company. In addition, we compete with a large number of
smaller regional and local vehicle rental companies throughout the country.

Competition in the U.S. vehicle rental operations business is based primarily upon price, reliability, national
distribution, usability of booking systems, ease of rental and return and other elements of customer service. In
addition, competition is influenced strongly by advertising, marketing and brand reputation.

Fleet Management Services Business {9%, 8% and 11% of revenue for 2004, 2003 and 2002, respectively)

PHH Arval, the second largest provider of outsourced fleet management services in the United States and Canada
and Wright Express, a leading fuel card service provider in the United States comprised this business during
2004. Both of these businesses are no longer part of our Company. PHH Arval was distributed to our
stockholders in a spin-off on January 31, 2005. On February 22, 2005, we disposed of our Wright Express
business in an initial public offering and in connection with this disposition, we received approximately $1 billion
(net of offering expenses). In connection with this disposition, we also entered into a tax receivable agreement
with Wright Express, pursuant to which we currently expect Wright Express will make payments to us over the
expected 15-year term of the agreement aggregating over $300 million. The actual amount of payments, if any,
and the timing of receipt of any payments will vary depending upon a number of factors, including whether
Wright Express earns sufficient taxable income to realize the full tax benefit of the amortization of its assets.

PHH Arval provides commercial fleet management services to corporate clients and government agencies. Fleet
management services include vehicle leasing, fleet policy analysis and recommendations, benchmarking, vehicle
recommendations, ordering and purchasing vehicles, arranging for vehicle delivery and administration of the title
and registration process, as well as tax and insurance requirements, pursuing warranty claims and remarketing
used vehicles. PHH Arval also provides fuel, maintenance, accident and similar management services, which
assist its corporate and governmental clients in the effective management and control of automotive expenses by
providing cards that permit a client’s representatives to purchase gasoline or other fleet-related products and
services through a network of merchants. As of December 31, 2004, PHH Arval had more than 320,000 vehicles
leased. In February 2004, PHH Arval acquired First Fleet Corporation, a national provider of fleet management
services to companies that maintain private truck fleets, for approximately $26 million, net of cash acquired.

Wright Express is a leading provider of payment processing and information management services to the
U.S. vehicle fleet industry. Wright Express provides fleets using its services with detailed transaction data,
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analysis tools and purchase control capabilities. Wright Express captures transaction data at approximately
180,000 fuel and vehicle management locations, including over 90% of the nation’s retail fuel locations and
41,000 vehicle maintenance locations.

Vehicle Services Trademarks and Intellectual Property

The service marks ‘“Avis’” and ‘‘Budget’’, related marks incorporating the words ‘‘Avis’’ or ‘‘Budget”’, and
related logos and marks such as ‘“We Try Harder’” are material to our vehicle rental operations and. franchise
businesses. Qur subsidiaries and franchisees actively use these marks. All of the material marks used in the Avis
and Budget businesses are registered (or have applications pending for registration) with the United States Patent
and Trademark Office as well as major countries worldwide where Avis and Budget franchises are in operation.
We own the marks used in the Avis and Budget businesses.

Vehicle Services Seasonality

For our Avis and Budget businesses, the third quarter of the year, which covers the summer vacation period,
represents the peak season for vehicle rentals. Any occurrence that disrupts travel patterns during the summer
period could have a greater adverse effect on Avis’ and Budget’s annual performance than in other periods. The
fourth quarter is generally the weakest financial quarter for the Avis and Budget Systems. In 2004 our average
monthly combined Avis and Budget car rental fleet, excluding franchisees ranged from a low of approximately
277,000 vehicles in January to a high of approximately 369,000 vehicles in July. Rental utilization for the
combined Avis and Budget car rental fleet, which is based on the number of hours vehicles are rented compared
to the total number of hours vehicles are available for rental, ranged from 65.1% in December to 80.9% in August
and averaged 74.1% for all of 2004.

Vehicle Services Employees

The businesées that make up our Vehicle Services segment employed approximately 30,700 people as of
December 31, 2004, including approximately 1,900 people employed by our former fleet management and fuel
card businesses which are no longer part of our company.

MARKETING SERVICES SEGMENT (8%, 7% and 8% of our revenue for 2004, 2003 and 2002,
respectively).

As previously discussed, we intend to dispose of our Marketing Services division, including our loyalty/insurance
marketing arid individual membership businesses, and anticipate that the disposition of the division will take
place before the conclusion of the third quarter of 2005.

In June 2004, we completed the initial public offering of our Jackson Hewitt subsidiary comprising our tax
preparation services business. As a result of this sale of our ownership interest, Jackson Hewitt has been classified
as a discontinued operation and its results are excluded from the results of the Marketing Services segment for all
periods presented.

Individual Membership Business (5%, 4% and 4% of our revenue for 2004, 2003 and 2002, respectively)

Our individual membership business markets various clubs and services to individuals through joint marketing
arrangements with various institutions such as banks, financial institutions, retailers and oil companies. For a
membership fee (typically of $89.99 to $480.00 annually or $8.99 to $49.99 monthly), we provide members with
access to a variety of discounted products and services. Our programs offer consumers discounts on many
categories along with shop-at-home convenience in such areas as retail merchandise, travel, automotive and home
improvement. Participating institutions generally receive commissions on initial and renewal memberships, based
on a percentage of the net membership fees. We also provide our products to such institutions on a wholesale or
resale basis upon request. As of December 31, 2004, we serviced approximately 16 million memberships,
approximately 10 million of which consist of our memberships and approximately 6 million consist of members
that we service on behalf of TRL Group (as discussed below).

We offer a variety of membership programs, including Shoppers Advantage, a discount shopping program;
Travelers Advantage, a discount travel service program; AutoVantage, a program which offers preferred prices on
new cars and discounts on maintenance, tires and parts; AutoVantage Gold, a program which provides a premium
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version of the AutoVantage service; Credit Card Guardian and Hot-Line, services which enable consumers to
register their credit and debit cards to keep the account numbers securely in one place; PrivacyGuard and
Credentials, services which provide monitoring of a member’s credit history and access to driving records and
medical files; Buyers Advantage, a service which extends manufacturer warranties; CompleteHome, a service
designed to save members time and money in maintaining and improving their homes; National Home Protection
Alliance, a service that provides insurance coverage for breakdowns of household systems and appliances; Great
Fun, a program which provides the opportunity to purchase family travel services and other family related
products at a discount; and HealthSaver, a program which provides discounts on prescription drugs, eyewear, eye
care, dental care, selected health-related services and fitness equipment.

Trilegiant Transaction. From July 2001 to January 2004, the operations of our individual membership
business, including marketing to prospective new members, were outsourced to Trilegiant Corporation. On
January 30, 2004, we terminated Trilegiant’s right to market membership programs that we had previously
licensed to Trilegiant in July 2001, terminated Trilegiant’s right to use the Trilegiant trademark and terminated
our outsourcing arrangement whereby Trilegiant provided membership fulfillment services to our members. We
are now responsible for providing fulfillment services to our members. In connection with this transaction, we
hired substantially all Trilegiant employees, agreed to service Trilegiant’s members and made a $13 million cash
payment to Trilegiant as consideration for the early termination of the rights referred to above. Trilegiant has now
changed its name to TRL Group, Inc. and we have renamed one of our subsidiaries Trilegiant Corporation. In
connection with such transaction, we also acquired Trilegiant Loyalty Solutions, Inc., a wholly-owned subsidiary
of TRL Group, for approximately $20 million in cash. Trilegiant Loyalty Solutions offers wholesale loyalty
enhancement services primarily to credit card issuers who make such services available to their credit card
holders to foster increased product usage and loyalty and serves as the administrator of our points database for
our TripRewards Loyalty Program. We continue to own preferred stock of TRL Group, which is currently
convertible, at any time at our option, into approximately 45% of TRL Group common stock (taken together with
the shares of common stock currently held by us). As a result of this transaction, we now have managerial control
of TRL Group through our majority representation on the TRL Group Board of Directors.

Upon completion of the Trilegiant Transaction, we began integrating our individual membership and our Progeny
loyalty/insurance marketing businesses. The organizational structures of the two businesses have now been
realigned to combine departments and eliminate redundant functions. We also reorganized the sales forces to be
more closely aligned with the size of our clients and their needs and we have combined our marketing and
procurement efforts to take advantage of the larger scale of the combined businesses. We intend to expand our
integration efforts to our Cims loyalty marketing business.

Growth. Primary growth drivers include expanding our customer base to include a greater number of financial
institutions and targeted non-financial partners. In addition, we are expanding the array of our products and
services sold through the direct marketing channels to existing clients.

Competition. The membership services industry is highly competitive. Competitors include membership services
companies, such as Vertrue Incorporated (formerly known as MemberWorks Incorporated), as well as large retailers,
travel agencies, insurance companies and financial service institutions, some of which have financial resources,
product availability, technological capabilities or customer bases that may be greater than ours.

Loyalty/Insurance Marketing Business (3%, 3% and 4% of our revenue for 2004, 2003 and 2002, respectively)

Our loyalty/insurance marketing business provides enhancement packages for financial institutions and marketing
for accidental death and dismemberment insurance and certain other insurance products through our Progeny
Marketing Innovations Inc. and Cims subsidiaries. With approximately 42.5 million insureds as of December 31,
2004, Progeny offers the following products and services: '

Enhancement Package Service. We sell enhancement packages for financial institution consumer and business
checking and deposit account holders primarily through our Progeny subsidiary. Progeny’s financial institution
clients select a customized package of our products and services and then usually add their own services (such as
unlimited check writing privileges, personalized checks, cashiers’ or travelers’ checks without issue charge, or
discounts on safe deposit box charges or installment loan interest rates). With our marketing and promotional
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assistance, the financial institution then offers the complete package of enhancements to its checking account
holders as a special program for a monthly fee. Most of these financial institutions choose a standard
enhancement package, which generally includes $10,000 of accidental death and dismemberment insurance and
travel discounts. Other enhancements may include our shopping and credit card registration services, a travel
newsletter or pharmacy, eyewear or entertainment discounts. The common carrier coverage is underwritten under
group insurance policies with two third-party underwriters. We generally charge a financial institution client an
initial fee to implement this program and monthly fees thereafter based on the number of customer accounts
participating in that financial institution’s program.

AD&D Insurance. Through our Progeny subsidiary, we serve as an agent and third-party administrator for
marketing accidental death and dismemberment insurance throughout the country to the customers of financial
institutions. Progeny’s insurance products and other services are offered primarily to customers of banks, credit
unions, credit card issuers and mortgage companies. These products are primarily marketed through direct mail
solicitations and telemarketing which generally offer $1,000 of accidental death and dismemberment insurance at
no cost to the customers and the opportunity to choose additional coverage of up to $250,000. The annual
premium generally ranges from $10 to $250 and we derive revenue primarily from commissions based on
premiums received pursuant to agreements with the insurance carriers that issue the policies we market. Progeny
also acts as an administrator for, and markets, term life and hospital accident insurance as well as a number of
other insurance products.

Distribution Channels. We market our Progeny products to consumers (i) of financial institutions or other
associations through direct marketing; (ii) of financial institutions or other associations through a direct sales
force, participating merchants or general advertising; and (iii) through companies and various other entities.

Cims. Our Cims subsidiary develops customer loyalty solutions and insurance products for the benefit of
financial institutions and businesses in other industries. Cims clients include over 85 financial institutions
throughout Europe and South Africa. The primary customer loyalty solution offered to Cims clients is the loyalty
package. Loyalty packages provide targeted consumers of client organizations with a ‘*package’” of benefits and
services for the purpose of improving customer retention, attracting consumers to become customers of the client
organization and encouraging them to buy additional services. For example, packages include discounted travel
services such as discounts on vacation rentals, car rentals, travel insurance, timeshare weeks, cruises, hotels and
airlines. As of December 31, 2004, Cims has expanded its membership base to approximately 19.7 million
individuals. Cims offers travel and real estate benefits and other services within its loyalty packages for the
benefit of consumers. Cims also uses its internal insurance competencies and strategic relationships to provide
insurance benefits to consumers. Cims derives fees from its financial institution and other corporate clients for its
loyalty packages.

Growth. Primary growth drivers for Progeny include expanding our customer base to include a greater number
of financial institutions and targeted non-financial partners. In addition, we are expanding the array of insurance
products and services sold through the direct marketing channels to existing clients. The primary growth drivers
for Cims are (1) to increase the number of consumers, from within our existing client base, who participate in
loyalty programs for their particular financial institution, (ii) to increase the number of financial institutions we
partner with for their respective loyalty marketing programs, (iii) to develop marketing relationships with clients
in other industries (wireless providers for example) and (iv) to offer multiple loyalty solutions to our clients.

Competition. Our checking account enhancement packages and services compete with similar services offered
by other companies, including insurance companies and other third-party marketers such as Sisk Company,
Generations Gold and Econ-O-Check Corporation. In larger financial institutions, we may also compete with a
financial institution’s internal marketing statf. Competition for the offering of our insurance products through
financial institutions is growing and intense. Our competitors include other third-party marketers and large
national insurance companies with established reputations that offer products with rates, benefits and compensa-
tion similar to ours. Cims represents an outsourcing alternative to marketing departments of large retail
organizations. Cims competes with certain other niche loyalty solution providers throughout Europe and internal
marketing groups of large financial institutions.
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Long Term Care Insurance. In June 2003, our Long Term Preferred Care subsidiary discontinued the
marketing and sale of long term care insurance policies. We continue to derive revenue from commissions based
on premiums received pursuant to agreements with the insurance carriers that issued the policies we sold and
LTPC continues to provide customer service and related services to the existing block of insurance policies and
policyholders. On December 30, 2004, LTPC sold the majority of its long-term care insurance renewal
commissions. '

Marketing Services Trademarks and Other Intellectual Property

The service mark ‘‘Progeny Marketing Innovations’’ and its associated logo is material to Progeny’s business.
Progeny actively uses this mark which is registered in the United States Patent and Trademark Office. The
individual membership business trademarks and service marks listed above and related logos, together with the
““Trilegiant™ trademark, are material to our individual membership business. The *“Trilegiant’’ trademark and
individual membership business trademarks and logos are registered (or have applications pending for registra-
tion) with the United States Patent and Trademark Office. With the exception of ‘‘National Home Protection
Alliance’” which is owned by TRL Group and licensed to us, we own the material marks used in the individual
membership business.

Marketing Services Seasonality
The businesses that comprise our Marketing Services segment are not seasonal.
Marketing Services Empioyees

The businesses that comprise our Marketing Services segment employed approximately 3,200 people as of
December 31, 2004.

FINANCIAL DATA OF SEGMENTS AND GEOGRAPHIC AREAS

Financial data for our segments and geographic areas are reported in Note 25—Segment Information to our
Consolidated Financial Statements included in Item 8 of this Form 10-K.

REGULATION

Franchise Regulation. The sale of franchises is regulated by various state laws, as well as by the Federal Trade
Commission (the ‘‘FTC’’). The FTC requires that franchisors make extensive disclosure to prospective
franchisees but does not require registration. The FTC has proposed changes to its franchise rule that will affect
the sales practices and procedures and the content of disclosure documents used by our franchising subsidiaries
for selling franchises in the United States. The content of the final rule and its effective date have not been
announced. Although no assurance can be given, proposed changes in the FTC’s franchise rule should have no
adverse impact on our franchised businesses. A number of states require registration or disclosure in connection
with franchise offers and sales. In addition, several states have ‘‘franchise relationship laws’ or ‘‘business
opportunity laws’’ that limit the ability of the franchisor to terminate franchise agreements or to withhold consent
to the renewal or transfer of these agreements. While our franchising operations have not been materially
adversely affected by such existing regulation, we cannot predict the effect of any future federal or state
legislation or regulation. Our franchisors may engage in certain lending transactions common in their respective
industries and provide loans to franchisees as part of the sale of the franchise. Such transactions may require the
franchisor to register under state laws governing business lenders. We cannot predict the effect of the impact of
those laws or any decision not to register under such laws and to cease offering such loans.

Real Estate Regulation. The federal Real Estate Settlement Procedures Act (“‘RESPA’’) and state real estate
brokerage laws restrict payments which real estate and mortgage brokers and other parties may receive or pay in
connection with the sales of residences and referral of settlement services (e.g., mortgages, homeowners
insurance, title insurance). Such laws may to some extent restrict preferred alliance and other arrangements
involving our real estate franchise, real estate brokerage, settlement services and relocation businesses. Our title
insurance operations are subject to numerous state laws and regulations. Our settlement services business is
subject to various federal and state regulations including those promulgated by state departments of insurance and
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departments of corporations. Currently, there are local efforts in certain states, which could limit referral fees to
our relocation business.

In addition, with respect to our real estate brokerage, relocation and settlement services businesses, RESPA and
similar state laws require timely disclosure of certain relationships or financial interests with providers of real
estate settlement services. Our real estate brokerage business is also subject to numerous federal, state and local
laws and regulations that contain general standards for and prohibitions on the conduct of real estate brokers and
sales associates, including those relating to licensing of brokers and sales associates, fiduciary and agency duties,
administration of trust funds, collection of commissions, advertising and consumer disclosures and governing
telephone practices under the Do Not Call legislation. Under state law, our real estate brokers have the duty to
supervise and are responsible for the conduct of their brokerage business.

Timeshare Exchange Regulation. Our timeshare exchange business, which includes RCI exchange programs
and other exchange programs operated by our timeshare sales and marketing business, is subject to foreign,
federal, state and local laws and regulations including those relating to taxes, consumer credit, environmental
protection and labor matters. In addition, we are subject to state statutes in those states regulating timeshare
exchange services, and must prepare and file annually certain disclosure guides with regulators in states where
required. While our timeshare exchange business is not subject to those state statutes governing the development
of timeshare properties and the sale of timeshare interests, such statutes directly affect both our timeshare sales
and marketing business as described below and the other members and resorts that participate in the
RCI exchange programs and other exchange programs operated by our timeshare sales and marketing business.
Therefore, the statutes indirectly impact our timeshare exchange business.

Timeshare Sales and Marketing Regulation. Our timeshare sales and marketing business, which includes our
resort management business, is subject to extensive regulation by the states and countries in which our resorts are
located and in which its vacation ownership interests are marketed and sold. In addition, we are subject to federal
legislation, including without limitation, the Federal Trade Commission Act and rules promulgated by the FTC
thereunder, including the federal Telemarketing Sales Rule with its Do Not Call provisions; the Fair Housing Act;
the Truth-in-Lending Act and Regulation Z promulgated thereunder, which require certain disclosures to
borrowers regarding the terms of their loans; the Real Estate Settlement Procedures Act and Regulation X
promulgated thereunder which require certain disclosures to borrowers regarding the settlement and servicing of
loans; the Equal Credit Opportunity Act and Regulation B promulgated thereunder, which prohibit discrimination
in the extension of credit on the basis of age, race, color, sex, religion, marital status, national origin, receipt of
public assistance or the exercise of any right under the Consumer Credit Protection Act; the Telemarketing and
Fraud and Abuse Prevention Act; the Gramm-Leach-Bliley Act and the Fair Credit Reporting Act, which address
privacy of consumer financial information; and the Civil Rights Acts of 1964, 1968 and 1991. In Australia, we are
regulated by the Australian Securities and Investments Commission.

Many states have laws and regulations regarding the sale of vacation ownership interests. The laws of most states
require a designated state authority to approve a timeshare public report, a detailed offering statement describing
the resort operator and all material aspects of the resort and the sale of vacation ownership interests. In addition,
the laws of most states in which we sell vacation ownership interests grant the purchaser of such an interest the
right to rescind a contract of purchase at any time within a statutory rescission period, which generally ranges
from three to ten days. Furthermore, most states have other laws that regulate our timeshare sales and marketing
activities, such as real estate licensing laws, travel sales licensing laws, anti-fraud laws, telemarketing laws,
telephone solicitation laws including Do Not Call legislation and restrictions on the use of predictive dialers,
prize, gift and sweepstakes laws, labor laws and various regulations governing access and use of our resorts by
disabled persons.

Internet Regulation. Although our business units’ operations on the Internet are not currently regulated by any
government agency in the United States beyond regulations discussed above and applicable to businesses
generally, it is likely that a number of laws and regulations may be adopted governing the Internet. In addition,
existing laws may be interpreted to apply to the Internet in ways not currently applied. Regulatory and legal
requirements are subject to change and may become more restrictive, making our business units’ compliance
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more difficult or expensive or otherwise restricting their ability to conduct their businesses as they are now
conducted. : :

Vehicle Rental Regulation. We are subject to federal, state and local laws and regulations including those
relating to taxing and licensing of vehicles, franchising, consumer credit, environmental protection and labor
mafters. The principal environmental regulatory requirements applicable to our vehicle and rental operations
relate to the ownership or use of tanks for the storage of petroleum products, such as gasoline, diesel fuel and
waste oils; the treatment or discharge of waste waters; and the generation, storage, transportation and off-site
treatment or disposal of solid or liquid wastes. We operate 450 Avis and Budget locations at which petroleum
products are stored in underground or above ground tanks. We have instituted an environmental compliance
program designed ‘to ensure that these tanks are in compliance with applicable technical and operational
requirements, including the replacement and upgrade of underground tanks to comply with the December 1998
EPA upgrade mandate and periodic testing and leak monitoring of underground storage tanks. We believe that the
locations where we currently operate are in compliance, in all material respects, with such regulatory
requirements. ‘

We may also be subject to requirements related to the remediation of, or the liability for remediation of,
substances that have been released to the environment at properties owned or operated by us or at properties to
which we send substances for treatment or disposal. Such remediation requirements may be imposed without
regard to fault and liability for environmental remediation can be substantial.

We may be eligible for reimbursement or payment of remediation costs associated with future releases from
regulated underground storage tanks and have established funds to assist in the payment of remediation costs for
releases from certain registered underground tanks. Subject to certain deductibles, the availability of funds,
compliance status of the tanks and the nature of the release, these tank funds may be available to us for use in
remediating future releases from our tank systems.

A traditional revenue source for the vehicle rental industry has been the sale of loss damage waivers, by which
rental companies agree to relieve a customer from financial responsibility arising from vehicle damage incurred
during the rental period. Approximately 5% of our vehicle operations revenue during 2004 was generated by the
sale of loss damage waivers. Approximately 40 states have considered legislation affecting the loss damage
waivers. To date, 24 states have enacted legislation which requires disclosure to each customer at the time of
rental that damage to the rented vehicle may be covered by the customer’s personal automobile insurance and that
loss damage waivers may not be necessary. In addition, New York permits the sale of loss damage waivers at a
capped rate per day based on the vehicle manufacturer’s suggested retail price. Illinois, Nevada and California
have similar rules regarding fees for loss damage waivers.

We are also subject to regulation under the insurance statutes, including insurance holding company statutes, of
the jurisdictions in which our insurance company subsidiaries are domiciled. These regulations vary from state to
state, but generally require insurance holding companies and insurers that are subsidiaries of insurance holding
companies to register and file-certain reports including information concerning their capital structure, ownership,
financial condition and general business operations with the state regulatory authority, and require prior
regulatory agency approval of changes in control of an insurer and intercorporate transfers of assets within the
holding company structure. Such insurance statutes also require that we obtain limited licenses to sell optional
insurance coverage to our customers at the time of rental.

The payment of dividends to us by our insurance company subsidiaries is restricted by government regulations in
Colorado, Bermuda and Barbados affecting insurance companies domiciled in those jurisdictions.

Marketing Regulation. The products and services offered by our various businesses, including our real estate
brokerage, timeshare exchange, timeshare sales and marketing, loyalty/insurance marketing and individual
membership businesses, are marketed via a number of distribution channels, including direct mail, telemarketing
and online. These channels are regulated on the state and federal levels and we believe that these activities will
increasingly be subject to such regulation. Such regulation, including anti-fraud laws, consumer protection laws,
privacy laws, telemarketing laws and telephone solicitation laws, may limit our ability to solicit new customers or
to offer one or more products or services to existing customers. In addition to direct marketing, our loyalty